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Editorial Comment 


The National Emergency Powers bill in- 
troduced into parliament by the govern- 
ment; and printed elsewhere in this issue, 
is intended to eliminate any further occa- 
sion for keeping us formally in a state 
of war and thereby keeping in force the War Measures 
Act. Even in mentioning this situation, the bill has to 
refer to the “present” war. The new measure, if adopted, 
will enable this anomalous situation to be brought to an 
end, and the preamble to the bill recognizes that the new 
emergency powers are merely an extension “for the period 
of transition to normal” and that any further orders and 
regulations will be for the “national emergency resulting 
from the war’. Nevertheless the extension into peacetime 
of emergency powers which were intended only for war- 
time conditions is a move which the business and the 
general public must view with some concern, because it 
continues to keep from the citizen the normal protection 
of the written law and leaves him exposed instead to 
administrative decisions and interpretations. 

That wartime methods are not permanently applicable 
to normal life is evident from the very fact that, being 
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designed to meet any contingency from the government’s 
viewpoint, they give all the discretion to the government 
and none to the individual. Thus the Wartime Prices and 
Trade Board can, by direct action and without recourse 
to any court, put any person out of business. The Foreign 
Exchange Control Board can determine any person to be 
a resident for ona or more purposes and a non-resident for 
one or more purposes. 

In consideration of this problem, however, it must be re- 
membered that all the discretionary powers, to which ac- 
countants as well as others object, do not hinge upon emer- 
gency law. The word “war” in our Income War Tax Act is 
a mere matter of title. This product of world war num- 
ber one, though intended as a war measure at that time, was 
a full blooded statute that just kept on going. Yet it con- 
tains “discretions” — nominally exercised by the minister 
but in practice necessarily by the administrative officials— 
to a number computed at seventy or more. Regardless of 
the rights or wrongs in a particular case, the fact remains 
that rifts develop between what accountants on the one 
hand, and the tax department on the other hand, respective- 
ly view as the facts. The argument that the government’s 
needs must prevail is a perversion of the principle that “the 
King can do no wrong” which may be tolerated in a wartime 
emergency but is not acceptable in time of peace. 

These points emphasize the need for a return to statute 
law as the basis for government and also for a rewriting 
of the income tax act and certain other statutes which have 
become overburdened with numerous amendments. 

The government has made fair progress in releasing the 
controls which were imposed for war purposes, and in allow- 
ing normal forces of demand and supply to overcome the 
artificial market conditions which existed. It is entitled to 
a reasonable latitude for continuance of this policy. The 
one-year extension provides ample time for this purpose, 
and the business public will look for the final removal within 
that period of the remaining wartime restrictions on enter- 
prise. Whatever may be deemed of further value should 
be proposed for specific legislation. 
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Among the early effects of peace is a radical 
The Labor change in the labor situation. Although gov- 
Situation ernmental spokesmen within recent weeks 

have quoted figures showing that demand still 
exceeds supply, it is evident that the need for workers, 
which was so urgent a feature of wartime industry, is now 
of a different kind, and that a reasonable relation between 
labor cost and the selling price of the goods has to govern 
the market. This stage in conversion to peacetime industry 
is unavoidable, and the sooner its problems are solved, the 
quicker will be the recovery of normal business. The fu- 
ture of prices, and of wage and other income levels, is a 
broad economic question, but it at least is obvious that much 
of the value of rigid wartime controls will be lost, and the 
complicated structure of salaries, pensions, investment and 
other fixed incomes, also unemployment and other social 
security benefits, will be thrown out of gear if wages and 
prices are pushed up. 

In the accounting field as a whole, probably the demand 
for accountants keeps fairly well in proportion to industrial 
activity. The recognition of accounting as an essential part 
of the war machinery has tended to raise its status in the 
eyes of the servicemen, and enquiries from them indicate a 
wide interest in it as a permanent occupation. 

Turning to our own Association and its affiliated insti- 
tutes, we are faced with the fact that in 1939, when there 
were 2,300 chartered accountants in Canada, there were 
about 1,200 registered students. Now there are some 2,700 
members, while the number of students either currently 
studying or temporarily on military service is over 2,000. 
Clearly, we have an employment problem of some conse- 
quence, and to meet it we are dependent upon a high degree 
of industrial activity. 


The liberality of government 
Rehabilitation and grants, and the advice of vocation- 
the National al training officers, tends to steer 
Employment Service a lot of servicemen into specialized 

training, and National Employment 
Service, which is intended to be a permanent and not merely 
a wartime bureau, will inevitably be called upon to find the 
outlets. The status of this Service is not any too clear to the 
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public mind. Compulsion must be avoided at all costs, yet 
it is difficult to keep the Service associated with unemploy- 
ment insurance without leaving the worker open to some de- 
gree of pressure, while at the other extreme it is evident 
that if good workers by-pass the Service it will be left with 
only the dregs. Accountants, as a typical body of profes- 
sional and skilled workers, hold to the view that the em- 
ployer-employee relation is a private one, and that if Na- 
tional Employment Service is to operate in this field it must 
win its spurs through its own merits and not through coer- 
cion nor through destruction of normal means of contact. 


The mention of the financial statement of 
The Caterpillar Caterpillar Tractor Co. in our literature 
Tractor Annual section in July and in our editorial com- 
Report ment in September, continues to attract 

attention, and we have had numerous let- 
ters asking where a copy may be secured. The address of 
the company’s corporate office is 800 Davis Street, San 
Leandro, California. The report has been awarded a prize 


by The Financial World of New York through a decision 
of a group of men representative of the financial and invest- 
ing public. 


Following a lengthy inquiry, a special 
Report on British committee of the United Kingdom 
Company Law Board of Trade on the subject of com- 

pany law recently submitted its report 
to the British Parliament. Familiarly known as_ the 
“Cohen” report, it has attracted wide interest in our pro- 
fession. THE CANADIAN CHARTERED ACCOUNTANT is for- 
tunate in having arranged, for probable publication in our 
December issue, for two valuable studies of this report. 
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TRIBUTE TO CHARTERED ACCOUNTANTS 


No doubt it was modesty that precluded us from 
reprinting an editorial which appeared in the Winni- 
peg Free Press on August 25th, in reference to the 
annual meeting of The Dominion Association of Chart- 
ered Accountants which had just been held in that 
city. But now that The Journal of Accountancy has 
done so, in its October issue, we reproduce it herewith: 

“Winnipeg has been host this week to the annual 
convention of The Dominion Association of Chartered 
Accountants. The meetings have been curtailed in 
scope because of the emergency travel and convention 
restrictions which are still necessary in a country just 
emerging from war and in the midst of the complex 
problems of demobilization. This fact has been read- 
ily accepted by the accountants who are carrying on 
their sessions with only a handful of key men present. 

“Few more expert groups exist in Canada than this. 
It is, in a way, the elite of Canadian business, composed 
of men upon whose integrity and capacity a very great 
deal depends, and the war has thrown upon their shoul- 
ders responsibilities of a most onerous kind. They not 
only keep business on the rails. They represent a kind 
of collective conscience of private enterprise. The 
word and pledge of a C.A. if it means anything, means 
everything. 

“Winnipeg welcomes such a gathering, and we join 
with the rest of Canada in wishing long life and pros- 
perity to the profession and its members.” 


INSTITUTE OF INTERNAL AUDITORS 


At a New York conference of delegates from all parts 
of the United States and Canada, held October 8, A. J. E. 
Child, Assistant Treasurer of Canada Packers Limited, was 
elected second vice-president of the National Association of 
the Institute of Internal Auditors, Inc. 
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Budget Resolutions 


eer is the text of the budget resolutions, as 
far as concerns income and excess profits taxes and 
the special war revenue act, moved in the House of Com- 
mons by the finance minister on October 12: 


Income War Tax Act 


Resolved that it is expedient to amend the Income War Tax Act, 
and to provide 

1. That for 1945 and subsequent years the capital element in 
contractual annuities be exempt from tax; 

2. That for 1945 and subsequent taxation years annual or periodic 
payments received under the provisions of a will or trust be con- 
sidered taxable income to the extent only that they are paid or deemed 
to be paid out of the income of the estate or trust. 

3. That the income of all approved superannuation or pension 
funds or plans in 1946 and subsequent taxation years be exempt from 
tax in the hands of the trustees; 

4. That all payments of superannuation or pension to former em- 
ployees or their dependents in 1946 or subsequent taxation years be 
taxable income, provided that, where a former employee has not in the 
past been entitled to a deduction from income in respect of his contri- 
bution to an approved fund or plan, only a proportionate part shall be 
taxable; 

5. That the limitations on deductions for contributions in 1946 or 
subsequent taxation years by an employer or an employee to a super- 
annuation or pension fund or plan be increased to $900, and that the 
percentage limitation in respect of the employer’s contribution be re- 
moved; 

6. That the exemptions and deductions for 1946 and subsequent 
taxation years in respect of a superannuation or pension fund or plan 
be conditional upon the continuing approval of the fund or plan by 
the Minister of National Revenue; 

7. That a payment on or after October 13, 1945, to an employee 
in respect of loss of office be deemed to be income of such employee 
over a period of five years; 

8. That, in lieu of the taxes otherwise payable by shareholders of 
a private closely-held company in respect of earned surplus accumu- 
lated by the company from the beginning of its 1917 fiscal period to 
the end of its 1939 fiscal period, the company be allowed to elect to 
pay a tax equal to the aggregate of the taxes calculated in respect 
of the allocable portion of each shareholder determined in accordance 
with the following table: 

On the first $25,000, or any portion thereof, 15 per cent, 

$3,750 on an allocable portion of $25,000 and 18 per cent on the 
amount by which the portion exceeds $25,000 and does not exceed 
$50,000, 

$8,250 on an allocable portion of $50,000 and 21 per cent on 
the amount by which the portion exceeds $50,000 and does not 
exceed $100,000, 

$18,750 on an allocable portion of $100,000 and 24 per cent on 
the amount by which the portion exceeds $100,000 and does not 
exceed $200,000, 
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$42,750 on an allocable portion of $200,000 and 27 per cent 
on the amount by which the portion exceeds $200,000 and does not 
exceed $300,000, 

$69,750 on an allocable portion of $300,000 and 30 per cent on 
the amount by which the portion exceeds $300,000 and does not ex- 
ceed $400,000, 

$99,750 on an allocable portion of $400,000 and 33 per cent on 
the amount by which the portion exceeds $400,000; 


9. That the provision contemplated by Resolution 8 be applic- 
able only if the company elect on or before December 31, 1947, and 
that the tax be payable in four annual instalments, the first one being 
due on December 31, 1947, with interest at 4 per centum per annum 
on each instalment from December 31, 1946, until due and thereafter 
until paid at 7 per centum per annum; 


10. That for 1944 and subsequent taxation years the provision for 
deductions of unusual medical expenses be extended in the event of 
the death of the taxpayer either in the taxation year or subsequently 
to include expenses incurred and. paid either by him or by his estate 
in a 12-month period commencing in the taxation year; 


11. That the requirement to deduct 7 per cent tax at source on 
payment of interest, dividends or royalties be discontinued after De- 
cember 31, 1945; 


12. That for 1946 and subsequent taxation years the exemption 
of the service pay and allowances of members of the Canadian naval, 
military and air forces while on active service in Canada or anywhere 
in the western hemisphere whose duties are of such a character as 
are required normally to be performed afloat or in aircraft be rescind- 
ed; 

13. That for 1946 and subsequent taxation years the exemption 
of one-third of the remuneration paid to the civilian officers or em- 
ployees of the Royal Airforce Transport Command whose duties are of 
such a character as are required normally to be performed in aircraft 
be rescinded; 


14. That the exemption of limited dividend housing corporations 
be broadened to include institutional housing corporations and insti- 
tutional holding companies as defined by The National Housing Act, 
1944; 


15. That a special tax be imposed equal to 100 per cent of the 
profits made by persons who between January 31, 1945, and August 7, 
1945, purchased bonds or debentures of or guaranteed by the province 
of Alberta which were outstanding on January 31, 1945, and were 
included in the debt reorganization proposal of the provincial govern- 
ment, dated July 16, 1945, such profits to be the difference between 
the purchase price and the selling price of the bonds or debentures, if 
sold by such purchasers, or the difference between the purchase price 
and the total value of rights accruing to the purchasers on imple- 
mentation of the provincial government conversion plan, as the case 
may be; 


16. That the right of a corporation whose principal business is 
the production, refining, or marketing of petroleum or petroleum prod- 
ucts to deduct 40 per centum of the exploration costs and drilling 
costs of oil wells which prove to be unproductive be extended to wells 
spudded in before the thirty-first day of December, 1946; 
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17. That the right of a corporation, association, syndicate or ex- 
ploration partnership, formed for the purpose of exploring and drilling 
for oil, to deduct 2624 per centum of exploration and drilling expenses 
be extended to expenses incurred in 1946; 

18. That the right of a corporation, association, syndicate or ex- 
ploration partnership, formed for the purpose of exploring and drilling 
for natural gas, to deduct 30 per centum of exploration and drilling 
expenses be extended to expenses incurred in 1946; 

19. That a corporation whose chief business is that of mining 
or exploring for minerals be allowed to deduct 26% per centum of pros- 
pecting, exploration and development expenses incurred in 1946 in 
searching for minerals; 

20. That the right of corporations, associations, syndicates or ex- 
ploration partnerships whose principal business is production, refining 
or marketing of petroleum or exploration or drilling for petroleum to 
deduct 50 per centum of expenditures made directly or indirectly in 
connection with deep test oil wells which prove to be unproductive 
be extended to wells spudded in before the thirty-first day of Decem- 
ber, 1946; 

21 (a) That in respect of persons other than corporations the tax 
for 1945 be reduced by 4 per cent of the aggregate of the normal 
tax, the graduated tax and the investment surtax; 

(b) That in respect of persons other than corporations the tax 
for 1946 be reduced by 16 per cent of the aggregate of the normal 
tax, the graduated tax and the investment surtax; 

22. To provide for an appropriate additional tax dependent on 
the income of the taxpayer in cases where family allowance payments 
are received in order to adjust the benefits in respect of dependent 
children. 


Excess Profits Tax Act 


Resolved that it is expedient to amend the Excess Profits Tax 

Act, 1940, and to provide 
1. That individuals and partnerships be exempt from the 15 per 
cent tax on total profits of 1946; 

2. That the tax on excess profits of individuals and partnerships 
in 1946 be reduced from 100 per cent of the excess profits to 60 per 
cent of that portion of the excess profits which are in excess of 117.647 
per cent of the standard profits, and that the provision for refund 
of a portion of the tax be repealed; 

3. That for 1946 the following rates of tax apply to corporations: 

(a) 22 per cent of the profits of corporations and joint stock 
companies before deduction therefrom of any tax paid thereon 
under the Income War Tax Act; 

(b) in the case of corporations and joint stock companies which 
have filed consolidated returns, 20 per cent of the profits which are 
in excess of 117.241 per cent of the standard profits of such con- 
solidated companies; 

(c) in the case of other corporations and joint stock com- 
panies 20 per cent of the profits which are in excess of 116.66 per 
cent of the standard profits; 

and that the provision for refund of a portion of the tax be repealed; 

4. That on the profits of 1946 and subsequent years the minimum 
standard profits of taxpayers be increased from $5,000 to $15,000, and 
that where a taxpayer’s standard profits are on January 1, 1946, in 
excess of $5,000 but less than $25,000 they be increased by one-half 
the difference between their present amount and $25,000; 
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5. That the special rate of tax applicable to businesses commencing 
after June 24, 1944, not apply to cases where in the opinion of the 
Minister there has been no bona fide commencement of a new or sub- 
stantially different business; 

6. That the exemption of the profits of corporations derived from 
the operation of any base metal or strategic mineral mines be extended. 
to the profits of corporations derived from the operation of gold mines 
and industrial mineral mines, and that such exemption be extended 
to the profits of such mines which come into production after January 
1, 1946. 


Dominion Succession Duty Act 

Resolved, that it is expedient to amend The Dominion Succession 
Duty Act, and to provide 

1. That no duty shall be leviable on the value of any pension or 
portion thereof which is receivable as taxable income within the 
meaning of The Income War Tax Act. 

2. Where the minister is satisfied that succession duty has be- 
come payable upon or with respect to the succession to any property 
and that subsequently within five years succession duty has again 
become payable upon or with respect to the succession to the same 
property or any part thereof, on the death of the person to whom 
the property passed on the first death, the amount of succession duty 
payable on the second death with respect to the succession to such 
property shall be reduced as follows: 

(a) where the second death occurs within one year of the first 
death, by fifty per centum; 

(b) where the second death occurs within two years of the first 
death, by forty per centum; 

(c) where the second death occurs within three years of the 
first death, by thirty per centum; 

(d) where the second death occurs within four years of the first 
death, by twenty per centum; 

(e) where the second death occurs within five years of the first 
death, by ten per centum. 


Special War Revenue Act 

Resolved that it is expedient to amend the Special War Revenue 
Act, and to provide 

1. That the consumption or sales tax shall not apply to machinery 
and apparatus and complete parts thereof which, in the opinion of the 
Minister of National Revenue, are to be used directly in the process 
of manufacture or production of goods; provided that this exemption 
shall not apply to office equipment or motor vehicles; 

2. That the retail purchase tax shall not apply to goods valued at 
not more than $100 included in baggage accompanying residents re- 
turning from abroad after an absence of not less than 48 hours such 
as is presently allowed in the case of other excise taxes; 

3. That the 10 per cent war exchange tax be rescinded; 

4. That the excise tax of 25 per centum imposed on fur and furs 
be reduced to 10 per centum, and that on a date to be determined 
by the Minister of National Revenue the existing exemption from sales 
tax of fur garment manufacturers as small manufacturers be with- 
drawn; 

5. That the net premium tax on insurance companies be reduced 
by a credit for premium tax paid in any other country; 

6. That enactments founded on these resolutions come into force 
on the thirteenth day of October, 1945. 
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Tax Inquiry by Senate Committee 


oo and excess profits taxation will be the subject of 
an inquiry by a Senate Committee. The motion for ap- 
pointment of the committee was made on October 9, 1945, 
by Senator G. P. Campbell seconded by Senator J. W. de B. 
Farris, as follows: 

“1. That a special committee of the Senate be appointed 
to examine into the provisions and workings of the Income 
War Tax Act and The Excess Profits Tax Act, 1940, and to 
formulate recommendations for the improvement, clarifica- 
tion and simplification of the methods of assessment and 
collection of taxes thereunder and to report thereon; 

“2. That the said committee be composed of the Hon- 
ourable Senators Aseltine, Beauregard, Bench, Buchanan, 
Campbell, Crerar, Euler, Farris, Haig, Hayden, Hugessen, 
Lambert, Leger, McRae, Moraud, Robertson, Sinclair and 
Vien; 

“3. That the said committee shall have authority to send 
for persons, papers and records.” 


Senator Campbell’s Remarks 

Speaking to his motion, Senator Campbell said: 

“In support of this motion I should like to make a few 
observations which, I am sure all the senators will agree, 
are appropriate at this particular time. We now face a 
period of reconstruction, not only in Canada but through- 
out the world, such as we have never faced before, and dur- 
ing this period this country will be faced by many new 
problems. 

“We have passed through a war of the most devastating 
character, in which human lives have been sacrificed, and 
during which we have departed from the generally recog- 
nized laws of economics. In this departure we had but one 
thing in mind, to produce the articles of war. War pro- 
duction was carried on without regard to cost. 

“We now enter the period of reconstruction, when a new 
policy must be adopted—a policy which will enable us to 
continue to produce in this country, and to maintain a high 
standard of living and full employment, and at the same 
time effect the distribution of goods at a fair selling price. 
During this period we will have the problem of high wages, 
and, as has been said in this chamber, no one would argue 


256 

















TAX ENQUIRY BY SENATE COMMITTEE 


in favour of a reduction of wages if the result were to be 
lower living standards for the workman. Nevertheless, we 
must realize that to produce in the postwar period it is 
necessary to operate on a competitive basis. I suggest that 
we should make a careful survey of the production costs of 
this country during the past four years, and see how we 
can improve our production in the future so that we may 
continue to produce, and to maintain the high standard of 
living which has been established in this country. 

“To do that we must have effective tools. During the 
war period our efficiency has developed to a point where we 
could compete with other nations. We have shown the world 
that we are not only an agricultural country, but an indus- 
trial country capable of producing in competition with 
nations long recognized as the leading industrialists of the 
world. We have demonstrated our ability to produce in this 
country articles equal to those produced in the United 
States. At the same time we have been able to demonstrate 
that we could survive under the regimentation which was 
necessary during the period of war. We have been able to 
appeal to our people in such a way that they have been ready 
and willing at all times to do anything that was required 
of them. 


Period of Reconstruction : 

“We now enter the period of reconstruction, and we 
must make use of the knowledge which we obtained in the 
industrial field during the war. We must improve methods 
of manufacture, and try to maintain—and I believe we will 
maintain—a high standard of living for our people. It will 
be impossible for us to do this unless we are able to harmon- 
ize the working of capital, labour and government. In order 
to harmonize the relations between capital, labour and 
government we must see that each understands the other’s 
problems. I submit that labour has a duty towards capital, 
towards government and towards the people of this country 
—a duty to give a fair day’s work for a fair day’s pay. It 
is not enough for industry itself to improve methods of 
manufacture. Industry can furnish the best tools, can spend 
fortunes in order to provide the best methods of manu- 
facture, but these things will not result in lower production 
costs unless the labourers in the plants give a full and 
efficient day’s work. 
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“At the same time, the government itself has a duty 
towards both capital and labour—that of harmonizing the 
differences between these two factors in our economy. I 
submit that leadership is being given in this direction. We 
were fortunate during the war period in that labour and 
capital were able to get together ; but today in this country, 
as in other countries all over the world, we see signs of 
strife, which can only be regarded as perfectly natural after 
the disturbed period through which we have just passed. 


Appeal to Labour 

“I appeal to labour to come forward during the period 
of reconstruction, as it did during the period of war. There 
is no doubt that the position of workers in factories has 
considerably improved over the last few years. From the 
point of view of net returns their position is far better than 
that of salaried people in this country today. If I may 
digress for a moment, I should like to point out-that for 
the last few years there has been a constant increase in the 
wages paid to labour, but no corresponding increase in the 
income of the low salaried or white-collar classes of Can- 
ada. I feel that labour should recognize that during the 
war it was given every opportunity to improve its position. 
It has served well and it has been paid well, but, as I say, 
certain other classes in this country have not been equally 
well treated. Further, we find that a tremendous burden 
has been cast upon all the people by way of taxation. That 
was inevitable during the war, and no one grumbles about 
it, but it did bring great hardship upon the white-collar 
classes, whose salaries had not increased. Today these 
people are living at a lower standard than they did prior 
to the war, in contrast to labour, whose standard of living 
was improved. No one is quarrelling about the increased 
wages paid to labour, for it is recognized that they are a 
means of bringing about prosperity and a better distribu- 
tion of the world’s good. 

“The honourable senator from Toronto (Hon. Mr. Roe- 
buck) expressed the fear that there might be some conspir- 
acy afoot to reduce working men’s wages. I have no such 
fear. I think that our industrialists and capitalists realize 
that in order to have prosperity we must have high wages; 
that there must be enough money in the pockets of the 
people to enable them to buy the goods that are produced. 
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Taxation 


“Now, it seems to me that one of the very important 
matters to be considered in this postwar period is taxation. 
That is why I am moving for the appointment of a com- 
mittee to study taxation. I realize that the question of 
taxation is not wholly within the sphere of this chamber, 
but I see no reason why we should sit idly by instead of 
doing what we can to make sure that we have a taxing 
statute which is capable of interpretation and will best fit 
into our postwar economy. 

“It is with that in mind, honourable senators, that I ask 
for the adoption of this resolution. I feel that with the 
knowledge and experience of honourable senators who will 
constitute the committee, and of other honourable senators 
who will take part in discussions before the committee and 
in this House, we could make a great contribution towards 
solving our postwar taxation problems. 

“Whether we like it or not we realize that taxes are here 
to stay. Our act is comparatively new, having been passed 
in 1917. It is framed largely on the statutory law of Great 
Britain. Since about 1832 the Imperial Parliament from 


time to time passed taxing statutes, and amended them 
periodically until about 1918, when a joint committee of 
both Houses, of which I believe Lord Wrenbury was a mem- 
ber, reviewed and consolidated the legislation. Later, com- 
missions were set up to try to codify the income tax laws. 


The Income Tax Act 

“Our Income War Tax Act apparently was passed as a 
war measure, and why, during peace years, it continued to 
be called a war tax act, I do not know. The act has been 
well administered, and at first involved no great hardship 
to business or persons; but later, with the increase in rates, 
it became burdensome, and even confiscatory. Furthermore, 
constant amendments, without any attempt to consolidate 
or codify the law, have resulted in a statute which today is 
quite incapable of interpretation by any lawyer or account- 
ant, or by any other professional man who may be called 
upon to advise in regard to its application. In many par- 
ticulars it is simply unintelligible. 

“TI submit that no taxing statute should be left in that 
indefinite form. It is quite true that during the war period 
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it was well nigh impossible for the government or the de- 
partments concerned with the administration of this legis- 
lation to attempt to codify it or put it into more intelligible 
form. It is for this reason that I believe a committee such 
as I have proposed should study this legislation and become 
familiar with the problems which are daily brought before 
the Department of National Revenue in its administration 
of this legislation. 

“Sections have crept in which have the effect of taking 
the taxing power out of the hands of parliament and putting 
it into the hands of the minister or the Treasury Board. I 
am confident honourable senators will agree with me when 
I say that is not proper. The government should not spon- 
sor legislation which will vest in an individual or any group 
of individuals power to tax the subject and take away his 
property. This power should be vested in and should be 
exercised by parliament alone. 


Interpretation of the Act 

“Many phases of this legislation are frequently subject 
to attack by those principally concerned with its interpre- 
tation—the legal and the accounting professions. If a client 
comes to you with a problem relating to the reconstruction 
of a corporation, you find the act is in such an indefinite 
form that seldom, if ever, can you give a legal opinion on 
his position in respect to taxation. It is necessary to sub- 
mit your case to Ottawa and get a ruling. I may say that 
the experience of all members of both the legal and account- 
ing professions is that those in charge of its administration 
do their best to make the legislation workable. 

“T have been amazed at times to see how well they have 
made it work. But I do not think it is fair to place 
officials charged with the collection of the national revenue 
in such a position that they cannot interpret the law they 
are trying to administer. 

“IT do not wish to take time tonight to go into the var- 
ious phases of this legislation that I might feel free to 
attack. I think it can best be dealt with by the committee 
which I have proposed. But I should like briefly to show 
how important this matter is to our national economy. We 
realize today that the great industries of this country have 
been built up from profits, and nothing but profits. After 
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all, capital is nothing but an accumulation of profits. Today 
we have rates of taxation which are confiscatory; they 
are destroying capital day in and day out. If you analyze 
the financial position of the great industrial organizations 
which have been built up in this country, you will see that 
a great deal of their surplus has gone into the development 
of the business that gives employment to labour. Today, 
through the medium of high income and excess profits taxes 
it is practically impossible to accumulate capital with which 
to extend business. Capital accumulated and held in reserve 
is liable to taxation on distribution, and in the event of the» 
owner’s death it is liable to taxation not only on distribu- 
tion to him, but also, on his death, to suceession duties. 
Many cases will no doubt be brought before the committee 
to show that people who through hard work and energy, 
have built up very substantial businesses, which give em- 
ployment to a great many people, cannot do anything with 
those businesses except liquidate them in anticipation of 
heavy succession duties. That unsatisfactory condition is 
due to the high rates of taxation and the methods of ap- 
plication rather than to administration. There is an in- 
sistent demand from farmers, labour organizations, boards 
of trade and chambers of commerce, for a simplification of 
our taxing statutes. In view of these circumstances I feel 
it is the duty of every honourable member to lend what 
assistance he can to the government and to the depart- 
ments charged with the administration of these taxing 
statutes to try to develop measures which can be interpreted 
without difficulty, and which will fit into our national econ- 
omy in such a way as to let business expand and give 
capital a fair chance; or, as one honourable senator has 
remarked, ‘Let the government get off the back of business.’ 

“If we can so revise our taxation statutes as to simplify 
and make them capable of interpretation, and so revise the 
rates as to impose a fair tax and thus give business a chance 
to survive, I feel that Canada will prosper in the postwar 
period. I believe that the future prosperity of this country 
starts and ends within the four corners of our taxing sta- 
tutes. I submit the resolution for the consideration of 
honourable members.” 


NOVEMBER 1945. 
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The National Emergency Powers Bill 


OLLOWING is the text of “an act to confer certain pow- 

ers upon the Governor in Council during the national 

emergency following the war” introduced as bill 15 for first 
reading in the House of Commons on October 5: 


WHEREAS the War Measures Act provides that the Governor 
in Council may do and authorize such acts and things, and make from 
time to time such orders and regulations, as he may by reason of the 
existence of real or apprehended war deem necessary or advisable for 
the security, defence, peace, order and welfare of Canada; and whereas 
the said Act is in force only during war and the powers conferred are 
exercisable only by reason of the existence of war; and whereas it is 
necessary for the peace, order and good government of Canada that 
during the period of transition to normal from the exceptional condi- 
tions existing during the war, with the attendant dangers and re- 
sponsibilities for the nation as a whole, acts and things done and 
authorized and regulations and orders made under the War Measures 
Act be continued in force and that the Governor in Council be auth- 
orized to do and authorize during the said period such further acts 
and things and make such further orders and regulations as he may 
by reason of the national emergency resulting from the war deem 
necessary or advisable for the security, defence, peace, order and wel- 
fare of Canada: Therefore His Majesty, by and with the advice and 
consent of the Senate and House of Commons of Canada, enacts as 
follows: 


Short Title. 

1. This act may be cited as The National Emergency Powers Act, 
1945. 

Proclamation. 

2. The national emergency resulting from the present war against 
Germany and Japan shall be presumed to continue until, by the issue 
of a proclamation under the authority of the Governor in Council, it 
is declared that the emergency no longer exists. 

Powers of Governor in Council. 

3. (1) The Governor in Council may do and authorize such acts 
and things, and make from time to time such orders and regulations, 
as he may by reason of the existence of the national emergency re- 
sulting from the present war against Germany and Japan deem neces- 
sary or advisable for the security, defence, peace, order and welfare 
of Canada; and for greater certainty, but not so as to restrict the gen- 
erality of the foregoing terms, it is hereby declared that the powers of 
the Governor in Council extend to all matters coming within the 
classes of subjects hereinafter enumerated, that is to say: 

(a) production, manufacture, trading, exportation and importa- 

tion; 

(b) foreign exchange; 

(c) transportation by air, road, rail or water; 

(d) supply and distribution of goods and services, including the 

fixing of prices; 

(e€) employment, including salaries and wages; 

(f) appropriation, control, forfeiture and disposition of property 

and of the use thereof, including the control of rentals and 
occupation; 
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(g) entry into Canada, exclusion and deportation, and revocation 
of nationality; 

(h) imposition and recovery, in connection with any scheme of 
control contained in or authorized by orders and regulations, 
of charges payable to the Receiver General of Canada or into 
such fund or account as may be ordered. 

(2) All orders and regulations made under this act or pursuant 
to authority created under this act have the force of law and shall, 
for the purposes of the Interpretation Act, be deemed to be regulations. 

(3) Unless the contrary intention appears therein, no order or 
regulation made under this act or pursuant to authority created under 
this act has extra-territorial operation, but the limitation herein con- 
tained does not operate in the case of the orders and regulations under 
the War Measures Act referred to in section five of this act. 

(4) Every order in council made under this act shall be laid be- 
fore parliament as soon as may be after it is made. 

4. The Governor in Council may prescribe penalties by way of 
fine or by way of imprisonment for a term not exceeding five years, or 
by way of both fine and such imprisonment, that may be imposed for 
violation of orders or regulations made under this act and may also 
prescribe whether, and the circumstances in which, the said penalties 
shall be imposed upon summary conviction or upon indictment or upon 
either summary conviction or indictment. 

5. The orders and regulations made under the War Measures Act 
or pursuant to authority created under the said act in force immedi- 
ately before the day this section comes into force shall, except for the 
purposes of sub-section four of section three of this act, be deemed 
to be re-enacted on that day under this act or pursuant to authority 
created under this act. 


Procedure. 

6. Whenever any property or the use thereof has been appropri- 
ated by His Majesty under the provisions of this act or any order or 
regulation made thereunder and compensation is to be made there- 
for and has not been agreed upon, the claim shall be referred by the 
Minister of Justice to the Exchequer Court, or to any superior or 
county court of the province within which the claim arises, or to a 
judge of any such court. 

7. Any ship or vessel used or moved, or any goods, wares or mer- 
chandise dealt with, contrary to any order or regulation made under 
this act, may be seized and detained and shall be liable to forfeiture 
at the instance of the Minister of Justice, upon proceedings in the 
Exchequer Court of Canada, or in any superior court. 

8. Every court mentioned in the two sections last preceding may 
make rules governing the procedure upon any reference made to, or 
proceedings taken before, such court or a judge thereof under the 
said sections. 


Commencement and Duration. 

9. This act shall come into force on a day fixed by proclamation 
of the Governor in Council and on and after that day the present war, 
shall for the purposes of the War Measures Act, be deemed no longer 
to exist. 

10. This act shall continue in force for a period of one year after 
it comes into force and shall then expire unless at any time while this 
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act is in force, addresses are presented to the Governor General by 
the Senate and House of Commons respectively, praying that this act 
should be continued in force for a further period of one year from the 
time at which it would otherwise expire and the Governor in Council 
so orders, in which event, this act shall continue in force for that 
further period, 

11. Notwithstanding anything in the last preceding section, if 
by proclamation the Governor in Council declares that the emergency 
that was the occasion ef the passing of this act no longer exists, this 
act shall expire at the end of the day on which the proclamation is 
issued. 


Letter to the Editor 


THE CATERPILLAR TRACTOR REPORT 
Dear Sir: 

I have read with interest the editorial in the September 
issue of the Chartered Accountant on the annual report of 
the Caterpillar Tractor Company. Like you, I also was 
stirred to secure a copy, by the comment of your reviewer 
in a previous issue. 

The editorial seems to me to do the subject something 
less than full justice. As I see it, there are two points in 
the Caterpillar report which might be discussed: (1) The 
merits of the innovation in the form of presentation of the 
financial statements included in the report. (2) The merits 
of the general form and tone of the narrative of the annual 
report and the pictorial presentation of the activities of 
the company. 

It seems to me that the editorial allowed doubt as to 
the second point to also cast doubt on the first point. The 
mere fact that the innovation in presentation of financial 
statements happens to occur in what may seem to some 
accountants to be an “overglamourized” report, is, I sub- 
mit, immaterial. 

The innovation iu the financial statements should be dis- 
cussed by accountants on its own merits, and on this basis 
can be discussed with authority. When we, as accountants, 
express opinions on the second point—the degree of “glam- 
our” which a company should have in the narrative of its 
annual report—we necessarily speak without authority — 
and very much so. 

For my part, and speaking now only of the form of the 
presentation of the financial statements, I consider that a 
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most important and worthwhile step has been taken by 
those people responsible for the Caterpillar report. They 
have succeeded in eliminating the undue influence which 
double-entry bookkeeping has had on the presentation of 
information derived therefrom; they have gone far in elim- 
inating accounting terminology and, most notably, the 
troublesome term “surplus” which in spite of its special 
accounting connotation continues to convey to the average 
reader the idea of “too much” or “more than necessary”; 
they have gotten away from the manifest absurdity, to all 
except the accounting mind, of having the sum of the items 
under the caption “assets” always equal the sum of the 
items under the caption “liabilities.” And above all, they 
have simplified the presentation so that the layman can 
understand it. Surely, this is desirable; surely, this is the 
road along which we, as accountants, should endeavour to 
travel. 

If this important innovation fails to evoke at least a 
healthy controversy within accounting ranks and within the 
pages of accounting journals I think it can only be because 
the conservatism of our profession has crystallized into com- 
placency and apathy. 

Yours very truly, 
R. M. KELDAY, C.A., 
September 22, 1945. Hamilton, Ontario. 


FOREIGN EXCHANGE SELLING RATES 


The Foreign Exchange Control Board has announced 
that effective October 15, 1945 the rate at which it will sell 
United States dollars has been reduced from 11% to 1014% 
premium while the rate for selling sterling has been re- 
duced from $4.47 to $4.45 per pound. 

Effective on that date, the rates for purchases and rates 
of exchange for spot delivery were established as follows: 
Buying — United States dollars, 10% premium: sterling 
$4.43. Selling — United States dollars, 1014% premium: 
sterling $4.45. 

The Board said the change reduces the cost of foreign 
exchange sold to the public without altering the price paid 
to the public and has the effect of narrowing the spread be- 
tween buying and selling rates by one-half of one per cent. 
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Cost Accounting for Beef and Hog 
Operations 


By A. J. E. Child 
Toronto, Ontario 
ee speaking, the functions of cost accounting 
are: (1) To supply information and standards by 
which production and operating efficiency may be supervised 
and judged, (2) to supply information for the guidance of 
the management in its buying and selling operations. 
Usually costs are the guiding factors in buying rather than 
in selling operations. That is particularly true of the meat 
packing industry. However, in some industries, where 
fixed selling prices for fairly long periods prevail, costs are 
used to determine the results of operations for any given 
period. If selling prices are fixed, obviously the gross profit 
is the difference between selling prices and cost, multiplied 
by the number of units sold. In the meat packing indus- 
try, the products are too numerous and costs and selling 
prices fluctuate too much to use such a system. Therefore, 
the system of weekly or monthly profit and loss accounts is 
used to determine results. 

There are two general types of costing: (1) Synthetic 
or the putting together or building up of raw materials into 
a finished product; (2) analytical or the taking apart or 
breaking down of raw materials into several or many parts. 

The meat packing industry is chiefly concerned with ana- 
lytical costing, which is divided into two general types: 
(1) Costing for operations resulting in one major or prime 
product and one or more by-products; (2) costing for op- 
erations which result in several joint products. 

The costing of beef is the costing of one major product, 
namely, dressed beef, and such by-products as tallow, hides, 
casings, bones, etc. Hog costing is the costing of joint 
products; hams, shoulders, loins, and bellies. The costing 
of calves, sheep and lambs is the same as the costing of beef. 

Beef Costing 

Cattle are bought alive by buyers of the meat packing 
companies either in public stock yards or at the yards of 
the packer. The price is quoted as so much per 100 pounds, 
live weight, and the final price is the result of bargaining 
between buyer and seller. The cattle that have been 
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bought are assembled in lots in the yards, the size of the 
lots depending usually on the size of the plant. They are 
then driven to the killing floor and slaughtered. 

On the beef killing floor, all by-products are removed as 
the animal moves along on a moving conveyor. When the 
animal reaches the exit from the killing floor, only the car- 
cass that is sold to the retailer is left, and this averages 
from 45 to 55 per cent of the live weight depending on the 
quality. The last operations before the carcass leaves the 
killing floor are the grading and weighing, which are most 
important from a costing standpoint. 

At this point, it should be explained that there are four 
classes of cattle, both alive and dressed: Steers, heifers, 
cows, bulls. Generally, their quality as beef is in the above 
order. Steers and bulls are the male animals, heifers and 
cows females. 

Grades, according to weight and quality, are: 


Baby Steers 
or Heifers Steers Heifers Cows Bulls 


Special Special Special Good Butcher 
Blue Blue Blue Plain Boner 
Unbranded Unbranded Unbranded Cutter 

Commercial] Commercia) Commercial Boner 

Plain Plain 
Cutter Cutter 
Boner Boner 

The formula for establishing the cost of dressed beef 
can now be explained: 

1. Start with the known cost of a lot of live cattle, which 
is the total money value paid for the cattle. 

2. Add all labour and factory costs to the above value. 
These labour and factory costs are known in the industry 
as “killing charges”. 

3. The result of the above is the total outlay for both 
the product and the cost of operations. 

4. Subtract from the above the net realizable value of 
the by-products produced. In practical terms, this is the 
total value that the by-products department is willing to 
pay to the beef department for the by-products. The price 
they are willing to pay is determined entirely by the prices 
at which the by-products can be sold on the market, less 
the cost of any further processing. 
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5. The result is the cost of the dressed beef. 

To examine the actual costing of a lot of cattle, turn 
to illustration 1. This shows that 20 cattle have been 
bought, consisting of steers, heifers and cows, for which 
was actually paid—$1,203.10. 

From the initial value of the cattle, by-product credits 
amounting to—$87.94—are deducted. In actual practice, 
these by-product credits are calculated by multiplying the 
dressed weight of each class of cattle by the by-product 
credit per 100 pounds. For example, the by-product credit 
may be 90c per cwt. on cows and 95c per cwt. on steers, in 
any one week. By-product credit schedules of this kind 
are compiled periodically, usually every week, by the by- 
products department. For any one week, all by-products 
would be valued and the total divided by the dressed weight 
of all cattle killed in that week, thus giving a per cwt. 
figure. The per cwt. figure can then be changed as the 
market chariges on various by-products. 


After deducting by-product credits, the result is—$1,- 
115.16. As mentioned above, all carcasses are graded and 
weighed as they leave the killing floor and this informa- 
tion for each individual carcass is recorded on a grading 
sheet for each lot. After every carcass in the lot is weighed, 
the grading sheet for that lot goes to the live stock costing 
department. 

From the grading sheet it is determined that the dressed 
weight of the lot used in this illustration is 10,198 pounds. 
Dividing this weight into the net value above, the result 
is a cost per 100 pounds of dressed beef, before adding 
expense, of—$10.93. To this killing charges of—$1.45— 
are added and the net dressed cost of the 20 cattle is 
$12.38 per cwt. 

Killing charges consist of plant expenses, beef depart- 
ment overhead expenses, cost of condemnations, and selling 
expenses. 

Plant expenses consist of direct labour and the cost of 
supervision and maintenance of that part of the plant used 
by the beef department for cattle killing. Beef department 
overhead covers office costs, taxes, depreciation and interest. 
Since condemned cattle are a loss, except for the value of 
inedible by-products, the loss must be computed as a cost. 
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Selling expense is the cost to the beef department of the 
salesmen who sell the beef. 


ILLUSTRATION 1—COSTING OF DRESSED BEEF 
Live Cost—20 Mixed Cattle, live weight 19,260 pounds, at 














various prices from $3.25 to $7.00 per cwt. ............ $1,203.10 
Less By-Product credits varying from 80c per cwt. dressed on 
Se ee CON Eis ic oe widen ha dre c sere cui epaate eewle 87.94 













Net Cost (Dressed weight of 10,198 pounds) .............. 1,115.16 














Cost per cwt. of 10,198 pounds Dressed Beef 
($1,115.16 divided by 10,198 pounds) ................. 10.93 
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ILLUSTRATION 2—COST OF STEERS AND HEIFERS BY 
GRADES 










Dressed Add to Grade 

Differential Weight Value Cost 

2 Hine: Melee .iiacccccces = 533 -— 13.81 

5 Commercial Heifers .... wy 2,246 11.23 13.31 

er 1 1,892 18.92 12.81 

at Certer BOR oh viaciccees 3% 462 16.17 10.31 
2 Commercial Steers ...... % 1,238 6.19 13.31 . 

1 Plain Steer (550/650) .. 1 623 6.23 12.81 

1 Plain Steer (650/750) .. 1% 668 10.02 enon 

1 Blue Steer (750/up) ... — 761 — 13.81 











Live value of 16 Steers and. Heifers ...................046 $1,045.80 
EIONE SIE OUCL CLOUNEE. oia6 ose ie vais die 6 oie 6 sre wih igiare e Seea wee 73.01 


972.79 
Add value of differentials by dressed weights ............ 68.76 


1,041.55 
Divide by dressed weight, 8,423 pounds ................... 12.36 
ee I EID 5 eno 09 Sis 6g ord WSS wile beake arene @Kepeiere 1.45 


13.81 






















ILLUSTRATION 3—COST OF COWS BY GRADES 






Dressed Add to Grade 

Differential Weight Value Cost 
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Divide by dressed weight, 1,775 pounds 
Add killing charges 


Le Mae, UN NEN ODP IPE. 5h -cdiessins soe yeseewassasiws 


Large meat packers know the total dollars expended 
for all these expenses by the week, month, or year. (For 
the sake of simplicity, the term month is used. Actually, 
calendar months are discarded in favour of periods of four 
weeks.) They also know the dressed weight of beef pro- 
duced by the week, month, or year. Dividing the expenses 
for any period by the dressed weight of cattle killed for 
the same period gives an expense figure per 100 pounds. 
This per cwt. method is the accepted method of adding 
expenses to costs, and the per cwt. figures are constantly 
being revised as expenses increase or decrease, or as killings 
increase or decrease. 

For this illustration, killing charges of $1.45 per cwt. are 
used, made up as follows: 


Plant Expenses $ .45 per cwt. 
Beef Dept. Overhead 45 “ Py 
Condemnations 
Selling Expense 


A net cost per cwt. for all 20 cattle has now been estab- 
lished. But no cost has yet been established for each grade 
of cattle in the lot. To do this, steers and heifers are 
separated into one group and cows in another. This is 
because of wide difference in market value of these two 
groups. The principle of costing by grades is that of the 
use of differentials. Day by day there is a relatively fixed 
relationship in value between various grades of beef. To- 
day the retail trade may be willing to pay $1.00 per cwt. 
more for blue steers than for commercial steers. Buyers 
at the stock yards may be paying $2.00 per cwt. less for 
plain cows than for good cows. Each day the management 
of the beef department analyzes buying and selling con- 
ditions and can say that there is a certain relationship 
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between all grades of cattle. This relationship is expressed 
by establishing a basic grade, usually blue steers, and then 
expressing all other grades as worth more or less per cwt. 
than this basic grade. Since most cattle are worth less 
than blue steers, in actual practice differentials for other 
grades are simply expressed as 14, 1, 14, and so on. 

Blue steers or heifers are so termed because of the blue 
branding. Special carcasses carry a red brand. 

The live stock costing department is always supplied 
with a set of differentials by the beef department, and these 
are revised as conditions warrant. Changes are not fre- 
quent, however, as only abnormal conditions change the 
usual relationship of commercial steers to blue steers, good 
cows to plain cows, and the other grades. 

In illustration 2, blue steers and heifers are the basic 
grade. Commercial heifers are worth 50c per cwt. less 
than blue heifers, and so on. Therefore, if all the cattle 
were as valuable as the blue heifers, the total value would 
be increased by the amount of the differentials times the 
dressed weight. Therefore, to bring all the cattle up to the 
value of the basic grade (which we do not know as yet), 
multiply the dressed weight of each grade by the differen- 
tial. 

These calculations are shown in the third column of the 
illustration and amount to $68.76 in total. After deducting 
by-product credits amounting to $73.01, add this amount 
and the result is the value of the beef if it were as good 
as the basic grade. Divide this value, $1,041.55, by the 
total dressed weight, and the resulting figure is the per 
cwt. cost of the basic grade, $13.81. 

Insert this per cwt. cost in the fourth column opposite 
blue heifers and blue steers. The costs of the other grades 
are then calculated by subtracting the differentials. Plain 
heifers are worth $1.00 per cwt. less than the basic grade, 
so their cost is $12.81. Cutter steers are calculated as 
$13.81 less $3.50 or $10.31. 

The same calculations are made for the cows in illustra- 
tion 3, where plain cows are found to cost $10.09 and boner 
cows $8.59. 

Hog and Pork Costing 


In Canada, hogs are paid for on a price per 100 pounds 
of dressed animal, or, in other words, they are paid for 
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when dead. In the United States, hogs are usually paid 
for on a live basis. At an American packing plant, there- 
fore, the dressed cost of a lot of hogs is obtained by divid- 
ing the dressed weight of the hogs into the value paid for 
them when alive. In Canada, the dressed cost is automatic- 
ally the daily buying price. Once the dressed cost is ob- 
tained, the costing is similar for both countries. 

Hogs are killed in lots, for the simplifying of penning, 
driving, and killing. Each hog is carried by the hind legs 
along a moving conveyor past men who remove the various 
by-products. When all by-products are removed, the hog 
moves over a scale which automatically punches and throws 
out a weight ticket, which is fastened to the hog. The 
scale man marks on the weight ticket a number, which 
has been tattooed on the leg of the hog, and identifies the 
owner of the hog. A little further along the line a govern- 
ment grader marks the grade on the weight ticket. 


The weight ticket is in two parts. One part, containing 
the dressed weight only, remains on the hog as it goes to 
the cooler for chilling. The other part, containing weight, 
grade, and tattoo number, goes to the live stock department. 
This department has a statement from each owner showing 
how many hogs have been shipped, and the amount to be 
paid to him is represented by all the weight tickets bearing 
his tattoo number. 

When paying for hogs in Canada, the following govern- 
ment grades are used: 

Weight Range 


Lights 119/down 
Heavies 186/195 
Extra Heavy 196/215 
Extra Heavy 216/up 
Ridglings 


These buying grades do not necessarily have any direct 
relationship to the grades of pork cuts. Few hogs are sold 
whole, but, rather, as fresh, cured, smoked or cooked pork 
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cuts and sundries. The grading of pork cuts is on a dif- 
ferent basis altogether. 

To obtain a daily hog cost, the dressed weight of all 
hogs killed, except sows, is divided into the total money 
paid. The same figure is obtained separately for sows. 

After hogs are chilled in a refrigerated room for a period 
of 18 to 24 hours, they are sent to the cutting room where 
the carcass is divided into the following main cuts: Hams, 
bellies, loins, shoulders. These are the terms used when 
pork is fresh. When cured or smoked, bellies are called 
either bellies or sides, loins become backs, and shoulders 
become picnics. Besides these main cuts, there are sundry 
cuts, such as neck fat, feet, spare ribs, tails, heads, and so 
on, which are of relatively minor importance compared to 
the four main cuts. 

In Canada, grading of these four main cuts is usually 
into first and second grade, and is not nearly as fine as in 
the United States, where cuts are graded according to 
weight average. The reason is that hogs in Canada are 
much more uniform when marketed. 

There are two methods used in costing pork cuts. One 
method, known as the hog cut out or hog test, proves wheth- 
er the selling prices of the various cuts yield a profit over 
the prices paid for the hogs. The other method, the weekly 
hog cut report, determines fairly accurately the cost of 
cuts. Most packers use the first method. The more pro- 
gressive packers use both. 

Hog Cut Out ‘ 

The hog cut out will be explained first. This method 
consists of pricing the average weight from 100 pounds of 
hog of all cuts at market or transfer prices. When ex- 
penses per 100 pounds are subtracted from this figure, the 
result is the amount yielded from sales, which can be com- 
pared with the price being paid at that time. In other 
words, if the value of 100 pounds of hog at current sales or 
transfer prices, less expenses, over the period of a week is 
$10.35 and the average price paid for dressed hogs in the 
same period is $10.40, then 5c per 100 pounds has been lost 
on the week’s operations. 

Illustrations 4, 5, and 6 are an example of the hog cut 
out. It is first essential to explain the method of arriving 
at the sales and transfer prices used. In most packing 
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companies, an analysis is made of all sales, so that for any 
desired period, a day, week, or 4-week period, it is possible 
to know the weight and value of all products sold. Thus, 
sales analysis figures will show how many pounds of fresh 
hams, bellies, loins and shoulders were sold and the value 
of these sales. For any week, a division of weight into 
value will give the average selling price of any of these 
cuts. 

However, pork cuts are not all sold fresh. When the 
hogs are cut, some cuts are sent to the curing cellar to be 
cured for export, or to be sold as S.P. (sweet pickled) cuts. 
Others go to cure to be eventually cooked. Each week a 
definite transfer price is charged to the cellar department, 
smoked meats department or cooked meats department for 
the cuts they wish. None of the managers of these de- 
partments will be willing to pay more for the cuts than he 
thinks they are worth to him on the basis of the market 
for his finished product. 

Taking hams as an example, the average weekly selling 
and transfer price for any cut is computed as follows: 


Weight Price 


Hams, fresh $ 95.00 
smoked, first grade 
smoked, second grade 


547.50 


$1,358.25 
Average value of 6,900 pounds 19.70 


Arbitrary weights are used above. In actual practice, 
the total weight and value of hams transferred to various 
accounts as above for the week would be readily available. 

Illustration 4 shows the completed hog cut out report. 
It might be stated at this point that since most hogs come 
to market in the neighbourhood of 200 pounds alive, the 
percentages of cuts to whole carcass vary very little. After 
100 pounds of dressed hog are priced, the value is $14.54. 
Expenses of $2.35 per 100 pounds, computed as was ex- 
plained for beef costing, are deducted and the return to 
the fresh pork account is shown to be $12.19. As the 
average cost of dressed hogs for the week was only $12.16, 
a net profit of 3c per 100 pounds has been made. 
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ILLUSTRATION 4—HOG CUT OUT 


PerCent Price Value 

19.7 $3.94 

Bellies i 18.7 2.36 

Loins : 20.7 3.50 

Shoulders : 15.5 2.79 

Cutting Credits (See Illustration 6) f 1.46 

Killing Credits (See Illustration 5) 49 
Shrink 


14.54 
Pe I OBO ONG oases oie hg wee eae diwiewib ors 6:ae sie sie Ga Eee 2.35 


12.19 
Hog Cost 12.16 


NE EIN etn id Sha eh ahaa dds PA Reta hea OE SIRES .03 


ILLUSTRATION 5—KILLING CREDITS 


Weight Price Value 
10 $ 6.00 

12 5.28 

10 29.80 

6 2.52 

6 11.32 

3% 2.97 

2% 2.13 


60.02 
Average value per cwt. of dressed hogs weighing 12,329 pounds 49 


ILLUSTRATION 6—CUTTING CREDITS 
PerCent Price 


Neck Fat .07 
Feet ‘ 01 
Spare Ribs a 12 


Tails é .04 
.03 


01 
01 
02 
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The expenses shown, $2.35, are the expenses of oper- 
ating the dressed hog and fresh pork departments only. 
Expenses of curing, smoking, and cooking are charged sep- 
arately to those respective departments and are an addi- 
tional cost to the price they pay the fresh pork department 
for their cuts. 

Killing credits and cutting credits require explanation. 
By the time a hog on the killing floor has reached the scale, 
all the by-products listed in illustration 5 have been re- 
moved. These are carefully weighed or counted and, at the 
end of each day, are totalled, priced and valued. They are 
charged to the various by-products departments that receive 
them and credited to fresh pork department. Obviously, 
their total value divided by the total dressed weight of the 
hogs from which they came will give the average yield per 
100 pounds of dressed hog. 

Cutting credits are shown in illustration 6. Whereas 
killing credits are the by-products removed from the hog 
on the killing floor, cutting credits are the miscellaneous 
cuts removed on the cutting floor. The average per cent 
yield of these cuts is fairly constant, so a multiplication 


of percentages by the transfer prices gives a figure for 100 
pounds of dressed hog, viz., $1.46. Some of these miscel- 
laneous cuts are sold fresh, such as spare ribs and feet, 
some such as tails, ears, and snouts, are pickled for the 
West Indies trade; fats go to lard and bones are ground 
for fertilizer. 


Hog Cut Report 

In some large meat packing companies, the hog cut re- 
port is the basis of all provision accounting. All ramifica- 
tions of the report will not be discussed here, however, but 
only those that deal with costing. 

As hogs are cut up on the cutting floor, the various cuts 
are being continually moved to other departments. Before 
leaving the cutting floor, they are weighed and the weights 
are recorded. At the end of every day, or week, the total 
weight is known of all the main cuts and sundry cuts. 

At the end of the week, the provision cost clerk, with 
the above information in front of him, is ready to make a 
hog cut report as shown in illustration 7. The total weight 
of hogs that have been cut is known because as each hog 
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moves to the cutting table, the weight tag is removed, and 
at the end of the day all weight tags are added. Since the 
hogs were weighed when hot, on the killing floor, an ar- 
bitrary shrink is deducted, usually 3 per cent. The cost 
clerk is given the value of the hogs that were cut by the 
live stock department. In actual practice, one day’s kill is 
the next day’s cut, and the live stock department computes 
the value of each day’s kill. 

The value in the illustration is $64,509.81 for 3,377 
hogs, weighing 534,605 pounds when dressed. To this value 
is added the expenses of the fresh pork department for 
the week, $125.63. 

The next step is to deduct the value of the killing and 
cutting credits. The cutting credits, itemized in illustra- 
tion 6, are weighed as they move off the cutting floor, and 


ILLUSTRATION 7—HOG CUT REPORT 
No. of 
Hogs Weight Value 


Weekly Hog Cut sold 535,605 $64,509.81 
Plus Expenses oo 125.63 


64,635.44 
Less killing and cutting credits ... 162,520 21,211.71 


Value of main cuts 364,066 43,423.73 
Less Main Cuts times ditterentials — 6,696.35 


Value of cuts at basic cutprice .... — 36,727.38 
Cost of basic cut per 100 pounds 
(6,727.38 divided by 364,066) — 10.08 


are charged to the various departments receiving them, at 
prices based on the market. 

As a part of the accounting system, the total value of 
sundry cuts automatically comes to the cost clerk, and he 
inserts it in his hog cut report. In this illustration, the 
value of killing and cutting credits is $21,211.71. 

A little reflection will show that if all the sundry cuts 
are removed from the hogs, there are left only the four 
main cuts. The illustration shows that these weigh, by 
actual scaling, 364,066 pounds. Their value is determined 
by the deduction of the value of sundry cuts from the figure 
previously obtained ($64,635.44) and proves to be $43,- 
423.73. 
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The main cuts are not all of the same value, but, in any 
one week, they bear a definite relationship to each other, 
just as do grades of beef. That is, no. 1 hams may be worth 
5c per pound more than regular shoulders; loins to be con- 
verted to export backs may be worth 7c per pound more 
than shoulders. There are many grades and classes of 
main cuts, but they are all expressed as worth so many 
cents per pound more or less than shoulders. Shoulders 
are considered the basic cut. Market conditions determine 
the relationship between cuts. 

Therefore, if all the main cuts were worth only the same 
as the basic cut, shoulders, they would be less in value than 
the figure we have, namely, $43,423.73. If, therefore, the 
weights of all the main cuts are multiplied by the amounts 
per pound by which they are worth more than shoulders, 
the resulting value is the amount by which they are worth 
more than shoulders in total. The amounts by which the 
cuts are worth per pound more than shoulders are called 
the differentials, just as in beef costing. In the previous 
paragraph, the differential for no. 1 hams is plus 5c, for 
export backs plus 7c. In the illustration the weights of all 
cuts other than shoulders, multiplied by their differentials, 
produce a value of $6,696.35. 

Deducting $6,696.35 from the known value of all main 
cuts means that all the main cuts are now worth only the 
value of shoulders. Divide the weight of all main cuts, 
364,066 pounds, into the resulting value, $36,727.38, and a 
cost per 100 pounds of shoulders is given, viz., $10.08. 

To find the cost of any other main cut, simply add its 
differential to the cost of the basic cut. To use the examples 
above, no. 1 hams would cost $10.08 plus $5.00 or $15.08 
per 100 pounds. Export backs would cost $17.08. 


Other Provision Costs 

All products of the hog are called provisions. Other 
provision items such as smoked meats, S.P. meats, and 
cooked meats are costed by the synthetic method, which is 
relatively simple. The initial cost of any cut bought by 
these departments is the price they paid to the fresh pork 
department for it. To this is added the departmental ex- 
penses, and the result is the cost of the cuts, ready for sale. 
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Private Enterprise and Government 


Address of Hon. Stuart S. Garson, Premier of the Province of Manitoba, 
_at annual meeting of The Dominion Association of Chartered 
Accountants at Winnipeg, August 20-21, 1945. 

NOW enjoy full employment and a high national 
income. We know now, if we did not know before, 
that no other circumstance more favorably affects the 
operation of our treasury than this one. It is not gener- 
ally realized how drastic a re-orientation of our outlook is 
required, to perpetuate this high national income and the 
present full employment. That change in outlook must 
be one largely shared by the whole body of the Canadian 
people. 

In discussions now which involve to a very considerable 
extent post-war policy, we are all under the necessity of 
making certain assumptions as to future facts. Such 
assumptions, however, if made with judgment, are not as 
much in the realm of mere prophecy as might at first 
appear. Although we of course do not know what the 
future facts will be, we do know that they must bear certain 
inevitable relationships to one another; and reasoning from 
presently known facts and the necessary relationships be- 
tween future facts we can go a long way towards narrowing 
our problem down to obvious choices between clearly defined 
alternatives. 

High National Income Necessary to Stability 

We have been told of the immense advance which has 
been made in Canada’s productive capacity during the war. 
The high national income of wartime which this great 
increase on production has created is the income to which 
our present employment index, our present tax collections, 
the service of our national debt, and the present stability 
and prosperity of our provincial and municipal treasuries, 
to say nothing of the federal treasury, are all geared. If, 
after the war, we let this huge income fall steeply, we shall 
have widespread repercussions and complications extend- 
ing throughout our whole economy. For example, it will 
be quite impossible in such event to balance either the 
federal budget or any of the provincial budgets. 

Must Maintain Spending for Consumption and Investment 
How are we to maintain this high national income and 
full employment? 
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In the long run, the only way in which we can do so 
is by increasing the spending power and the actual spending 
of the Canadian people for consumption and for investment, 
to the point where our market will absorb what we can 
produce at full employment, that is t6 say, where it will 
absorb something approaching the same amount of output 
which we are new devoting both to the war effort and to 
civilian consumption. Our task after the war, our very 
heavy task, is to create a huge peacetime market to replace 
this huge market of war. To do this will require a large 
amount of spending by the Canadian people. 

For full employment depends upon spending of two 
kinds; first, spending for consumption; secondly, spending 
for investment. Obviously what people spend in consump- 
tion gives employment to those who produce the goods or 
provide the services which are consumed. It is equally 
obvious that moneys spent on investments in roads, fac- 
tories and the like, also give employment. But moneys 
that are abstracted from the whole body of purchasing 
power of the country and held in uninvested savings do not 
give employment. 

Each year we must spend for consumption or invest- 
ment a total sum approximately equal to the existing 
national income; otherwise that income will decline. It is 
true that in the transition period after the war the Cana- 
dian government for example can and perhaps must in the 
national interest give some exports away, but of course only 
at the expense of ourselves as taxpayers who will have to 
furnish the money with which these exports are purchased 
by the government from those who produced them. We 
can also sell exports on credit. If, however, the credit is 
ever to be paid, the people of Canada must spend their 
money on imports from the countries that are seeking 
Canadian dollars with which to buy Canadian exports, or 
pay off Canadian credits. Thus ultimately we can only sell 
our wheat and other exports by consuming the imports, 
visible and invisible, for which our exports are exchanged. 
In the long run the only hope we have of maintaining the 
national income and full employment is by making our 
peacetime spending for consumption plus our peacetime 
spending for investment approach if not equal our wartime 
total of spending for consumption and investment in the 
war effort. 
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Canadian Standard of Living Must be Raised 

It is obvious that such post-war peacetime spending on 
both consumption and investment accounts must greatly 
exceed any previous pre-war spending by the Canadian 
people. This in turn means that quite apart from any 
humanitarian, moral or social reasons, we out of stark 
economic necessity, must very substantially raise the stand- 
ard of living of the Canadian people after the war. Because 
of the advance in human knowledge, health, education and 
technical skill and because of the increased use of power 
machinery, economists estimate that the growth in produc- 
tivity in recent decades has been on the average about 3% 
per annum. Since 1939 under the impetus of war needs, 
scientific and technical advance has made the growth in 
productivity more rapid than this 3%. It is notorious that 
since 1929 this improvement has never been translated into 
actual production and consumption for civilian use. So for 
over 15 years, in relation to civilian production and con- 
sumption possibilities, there has been developing an increase 
in man’s capacity to produce which until now has been 
obscured and unused. The result is that we have nearly 
a generation’s progress in the standard of living to make 
up, before we will be able after this war to reach and to 
maintain full employment. 

This is a situation without precedent in history. I do 
not think that there is any record of an increase in the 
human standard of living of anything approaching the 
order of the one which we must make at the present time, 
if we are to avoid economic difficulty and worse. 

If we are to avoid unemployment and depression and 
their kindred evils after the war, our social, political and 
economic ideas, our ideas amongst other things of Dominion- 
provincial relationships, must be adapted to the realities of 
this situation. The only direction in which we can move is 
forward, and it is, I fear, not generally realized how fast 
and how far we must travel. For example it has been 
estimated in the United States that if on the basis of a 40- 
hour week they are to avoid mass unemployment in that 
country, they must have an overall increase in their stand- 
ard of living, which as you know is now the highest in the 
world, of between 40% and 50%. This is a formidable task, 
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but Canada faces proportionately perhaps an even greater 
one. For if we are to maintain our national income at a 
figure not as great as it is now, but at a level at which we 
can get along with reasonably full employment, and with 
a minimum of disturbance in our economy, we must double 
in relation to their pre-war level, the value of our exports, 
the value of our public investment, of our private invest- 
ment and of our civilian consumption. In the course of 
doing these things we must create about a million more 
civilian jobs in this country than existed before the war. 


Increase in Standard Must be of Wide Application 

If we are to increase the Canadian standard of living to 
the point necessary to sustain a high level of employment, 
we must, I suggest increase that standard where the living 
occurs. This means that we “must have a very substantial 
increase in the standard of living of the masses of the 
people.” These are not my words, nor are they the words 
of an irresponsible person. They are the words of Mr. 
Beardsley Ruml, an eminent highly-paid American big- 
business executive, as applied to the similar problem in the 
United States. He goes on to say this: “The overall in- 
crease required is too complicated to be accomplished by 
improvements for particular classifications of the people or 
by feeding purchasing power stimulant at the top and let- 
ting it trickle down. We can and should encourage private 
investment, and the flow of savings to investment, but with- 
out large increases in the purchasing power of the masses 
of the people, other methods will be insufficient to do the 
gigantic job which must be done.” 

Canadian incomes, it is true, are higher today than they 
were in 1936, and our purpose should be and must be, if we 
are to avoid mass unemployment, to increase them still 
higher. We dare not let them recede to the 1936 levels. 
Our economic policies, our fiscal policies including tax poli- 
cies, must be designed to increase the living standards of 
the masses of the people. The reasons for this are not 
only moral, political and social welfare reasons. They are, 
to again use a phrase of Mr. Ruml’s, “the consequences of 
inexorable arithmetical necessity”. It is an arithmetical 
necessity that the standard of living should be substantial- 
ly increased because if the masses of the people do not, or 
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cannot spend, to consume or invest, we shall not have full 
employment. 


Palliatives in the Long Run Will Be Ineffective 


It is true that the consequences of our failure to increase 
their standard of living can be obscured by other devices. 
We can be thrown back upon measures which at best have 
only a short term justification, for example, upon a large 
excess of exports over imports, or a large volume of tax- 
wasting public works, or disguised unemployment at sub- 
sistence occupations, etc. These devices are mere pallia- 
tives: and having gone into war with its full employment 
directly from a depression with its mass unemployment, 
facing the indelible impression which this fact has left upon 
the minds of our people, we are never going to be able in 
the long run to save our economic system, or our political 
system by depending upon such palliatives. Free enterprise 
to survive has to defeat unemployment. 


Mandate for Free Enterprise 

In the last federal election the Canadian people decided 
overwhelmingly in favor of free enterprise as opposed to 
socialism. With a single exception each of the governments 
of Canada, federal and provincial, has a mandate to solve 
today’s problems by the methods of free enterprise. 

In its approach to this problem, the only position which 
under its mandate the Manitoba government can take, and 
the only one which in any case it is disposed to take, is a 
middle of the road position. We believe that it is the duty 
of the governments of Canada to co-operate in creating an 
environment in which it will be possible for free enterprise 
to provide full employment. 

Once the governments have done their full duty in pro- 
viding that environment and a full measure of co-operation, 
the rest is up to free enterprise. If it fails to provide full 
employment, the inexorable arithmetical necessities of the 
case must inevitably invite state action. In some places 
free enterprise has realized its responsibilities. May I 
illustrate with one example. One of the larger banks of 
the United States has on the ground floor of its head office 
premises what it calls a Building Institute. This is a small 
exhibition in which various manufacturers, architects’ asso- 
ciations, building supply dealers and contractors have stalls 
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exhibiting their products, their work, new inventions and 
new ideas. The bank also has a staff of canvassers who 
go from house to house ringing doorbells. When the house- 
wife comes to the door the canvasser hands in a bank card 
and says: “After the war you will want to build a new house, 
or renovate your existing one or buy rugs or a vacuum clean- 
er. If you start a savings account with our bank and put 
away money to do these things we will consider lending you 
whatever you need after the war is over, over and above 
what you shall have saved.” The President of the bank 
explained to me the reasons for these activities, in effect 
as follows: “We think that having come out of a depres- 
sion with its unemployment, the American people are going 
to demand after the war the continuation of full employ- 
ment. We know from past experience that if free enter- 
prise does not provide this full employment itself, the gov- 
ernment will be forced to provide it. Quite apart from the 
fact that we think we can do a better job than the govern- 
ment can, we know that to the extent that the government 
steps in to provide full employment, we step out, no matter 
what the government’s ideas or motives are. Therefore, 
we are assuming the full responsibility to create full em- 
ployment so far as it lies within our power, and we are 
going all out to stimulate consumption and thereby create 
that employment.” 


The Governmental Alternative 

May I suggest to this conference that Canadian business 
and Canadian citizens generally are faced with a very simi- 
lar situation. The price which citizens of a free society 
must pay is that of acting as free men, taking responsibility 
for the ordering of their own lives and for assisting those 
who are less fortunate. We are members one of another. 
Free men are their brothers’ keepers. When they cease 
to be so they will soon cease to be free. The breakdown of 
every free society has been preceded by its inability to pro- 
vide adequately for its members. This is the more acutely 
true today when free societies are hedged around by’ statist 
examples and statist ideology, indeed when they have statist 
ideology in their own midst. 


The Middle of the Road Position 
In doing so we must resist pressure from two sides— 
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from the regimenters on the left and the economic appeasers 
on the right. 

The regimenters would attack the employment problem 
by overall and underall regimentation of supply and demand, 
wages, prices, and profits, forgetting that the end product 
of all their efforts would be regimented employment. 

The economic appeasers on the basis that all is for the 
best in the best of possible worlds would say that a certain 
amount of mass unemployment is inevitable, and that we 
should be philosophical about it. But the unemployed 
and their families and those who fear the onset of another 
depression are not willing to be philosophical, and they 
have in a democracy a very effective means of expressing 
that unwillingness. They have more votes than the econ- 
omic appeasers. 


Must Understand Fundamentals of Free Enterprise 

If we are to be successful in avoiding mass unemploy- 
ment under our democratic free enterprise system we must 
understand some of its fundamentals. 

It is a competitive system in the sense of conferring 
the greatest rewards upon him who will provide to society 
the greatest amount of goods and service at the least cost. 
Because the free enterprise system is competitive, it is 
necessary for adequate provision to be made for those who 
do not succeed so well in the competition; and the system 
is so productive that, without hardship to anyone, indeed 
with benefit to all, it can and it must make a generous pro- 
vision for these people, otherwise the productive capacity 
generated by this competition will become clogged with 
its own output. The failure to make this provision for the 
underpriviliged is one of the things which on occasion has 
given an appearance to the free enterprise economy of 
being a stagnant economy. That properly operated it is an 
expanding one is shown by its respense to the stupendous 
demands which war made upon it. 

These demands transformed our stagnant economy of 
peacetime into our expanding economy of wartime. Our 
only hope from now on is to make at least equal demands 
for peace in order to transform our expanding war economy 
into an expanding peacetime economy. 

It has been said that the problem of production under 
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free enterprise has been solved but that what we must now 
solve is the problem of distribution; these problems are 
not two separate problems but different aspects of the 
same problem. We have not actually solved the problem 
of production. What we have solved in greater measure 
is the problem of the capacity to produce. That capacity, 
as the war has demonstrated, seems almost limitless. But 
under our system in which the means of production are in 
private hands, the private producer will not produce what 
he can produce, unless he knows that in doing so he will 
at least not lose; and he would prefer of course to make a 
profit. This means that he must think that he can find 
buyers of his goods and services who are not only willing, 
but able to pay him at least his costs of production. Their 
ability to pay for his goods and services is just as import- 
ant as their need and their willingness to pay for them. 
Therefore, whether the producer is to receive orders to 
keep his factory going depends upon whether his potential 
customers have purchasing power. 

No one should be more interested than the capitalist 
producer in the great mass of the people having as high 
an income as possible. If he is not interested on a high 
plane in their welfare as human beings, he must at least be 
interested on a selfish plane in their ability as customers 
to buy his goods. For it is by the making of goods for 
them that his own emoluments are derived. If they are not 
well off, he will be without the orders which he must have 
if his business is to operate. These orders are essential to 
his survival as an individual and to the survival of the free 
enterprise system of which he is a part. For the war has 
taught people that the problem of the capacity to produce 
has been largely solved. If that capacity cannot be made 
to adequately supply human needs, the conclusion will soon 
be reached that it is the economic system which is at fault. 

Thus it is clear that whether from a short-term or a 
long-term standpoint, whether from narrow selfish inter- 
ests, or from group interests or communal] or national inter- 
ests, it is wholly to the advantage of everyone that the 
income of the great mass of the people should be raised to 
the highest possible level. A free economy can neither 
function nor survive except upon the basis of the common 
good. 
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That is why the capitalist in his own long-term selfish 
interests must be progressive in his attitude towards all 
welfare measures, and towards the amelioration of the 
income and the living standards of the great masses of the 
people. For if the increase in the income and living stand- 
ards of the masses is not commensurate with the huge 
increase in a free society’s capacity to produce, the free 
enterprise economy has not within itself the capacity of 
using up its own production, and therefore has not the 
capacity to provide useful employment to its members, and 
therefore has not the capacity of survival. 

The time was, not so long ago, that individuals and 
groups were scrambling for a fair share, which was not a 
large one, of a total production which was insufficient to go 
around. Today our total production is still not large enough 
to provide even a moderate average standard of living; but 
the war has demonstrated that the main reason for this is 
that the producers have no incentive to produce more than 
is necessary to supply those who are both willing and ABLE 
to buy. They have no incentive to produce to supply those 
who are willing to buy but have no money with which to 
buy. One thing that will cause the increased production 
which is needed in order to achieve at the same time a high 
average standard of living and full employment is to create 
in those who are willing to buy, the ability to buy. This 
can only be done by getting buying power into their hands. 

Whether we recognize this truism will depend upon our 
understanding of certain facts which are so extremely com- 
monplace that we more often than not overlook their signi- 
ficance and their effects upon our life and our institutions. 
One of the most important of these facts is the immense 
improvement in our productive capacity which has taken 
place in the last 150 years and particularly in the last 35. 

This improvement in our productive capacity has been 
due in large part to the vast development of power driven 
machinery. Such machinery has multiplied our capacity 
to produce, it has greatly increased our wealth and income; 
and it has also—and this is the thing which is the most 
significant and often the most overlooked of all—it has 
changed the whole character of our economic life. For 
example it has been the chief cause of the transformation 
of our early parochial agricultural communities and mar- 
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kets, into a highly integrated and inter-dependent world- 
wide economy, with national and international markets and 
with wholly new and difficult tax and other problems. 

It is the nature of power-machinery mass production 
that it requires much specialization. This specialization 
requires larger markets in which the specialist may ex- 
change the goods which he produces for the goods which 
some other specialist has produced in order that each may 
have a higher standard of living than either of them could 
have without specialization and exchange. For example, an 
automobile producing community with a huge investment 
in plant by specialists, can on a mass production basis turn 
out excellent automobiles at relatively low prices, but only 
upon condition that it can exchange these in the market for 
a great variety of the other things which the members of 
that community require. When the exchange stops, adverse 
effects upon the community immediately ensue which are 
in proportion to the size of the investment, the complexity 
of the industry and the number of people employed. In 
this respect it is like the efficient but complicated machines 
it produces. The various parts of the economy are just 
as inter-dependent as the parts of a complex machine. 


Employment Depends on Unrestricted Exchange 

Thus in our machine age, the whole cycle of employment 
in power-machinery mass production depends upon the 
maintenance of exchange and the prevention of interrup- 
tions, restrictions and stoppages throughout the entire 
economy in which it operates. In a word, modern machin- 
ery with all of the marketing, financial and other changes 
which it has brought about has made most of the civilized 
world inter-dependent. It has made relatively unrestricted 
exchange the absolute condition of maximum employment, 
maximum income and high standards of living. Surely in 
an economic sense we moderns are part one of the other. 

If we permit this system to function it will provide us 
with abundance. But so complex are its operations that 
if we interfere with its functions, it produces for us depres- 
sions and difficulties far greater than the primitive society 
of 1867 with its much lower standard of living ever experi- 
enced. Thus in this modern age with its complex power- 
driven mass production process, characterized by specializa- 
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tion, and the stark necessity of exchange, the inexcusable 
unforgivable economic sin is the arbitrary restriction of 
trade. Everything that is done which tends to restrict the 
amount of trade sabotages the operation of the modern 
economic process. 

Fortunately we see at the highest levels of statesmanship 
in the three great nations of the world, the British Com- 
monwealth, Russia and the United States, every evidence 
of a keen realization of the importance of trade in the mod- 
ern world. We see it in the United Nations Conference on 
International Organization (San Francisco), in the United 
Nations Monetary & Financial Conference (Bretton Woods), 
and in the United Nations Conference on Food & Agricul- 
ture (Hot Springs) and seeing these things we face with 
confidence a future full of difficulties and problems. 


Current Accounting Literature 
By Frank S. Capon, C.A. 


HAT is a Chartered Accountant? The following is a 
quotation from a recent issue of one of our leading 
newspapers: “All business, from the biggest to the small- 
est, is founded on the basic principle of distrust of all men. 
What are chartered accountants? Professional distrusters. 
The commandos of distrust, trained to a hair, skilled in all 
the arts of creeping up on an unsuspecting citizen and slip- 
ping a piano wire around his neck. The paratroops of dis- 
trust who come down without warning armed with the very 
latest and deadliest weapons, on a hapless bookkeeper.” 


Form of Financial Statements 

By taking the eighth statement on accounting principles 
issued by the U.K. Institute (that dealing with the form of 
financial statements) and discussing it paragraph by para- 
graph, T. A. Hiley has made a valuable contribution to the 
current discussion on the form of statements. The speech 
has been reprinted in pamphlet form by the Accountants 
and Secretaries’ Educational Society, Inc., of Australia, and 
deals with the application of British accounting thinking to 
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Australian practice. Comparisons are also made with Am- 
erican procedures. British thinking remains conservative, 
although it has shown an amazing advance since the act 
of 1931, but there is at least a strong leadership coming 
from the profession which does not hesitate to publicize its 
opinions. 
Wartime Problems in Financial Statement Presentation 
Such major wartime accounting problems as renegotia- 
tion, contract termination, excess profits taxes and the re- 
fundable portion of taxes, having particular regard to the 
treatment of these items in financial statements, are dis- 
cussed by E. S. Rittler in the 15th August N.A.C.A. Bulletin 
(National Association of Cost Accountants, 385 Madison 
Avenue, New York). Mr. Rittler acknowledges that there 
are many wartime accounting problems that he has not cov- 
ered, and we must all be thankful that the overbearing im- 
portance of such temporary accounting difficulties will soon 
begin to taper off. 


Control Accounting 
The emphasis in accounting is once again swinging 
away from volume at any cost to control, and the article by 
M. F. Hill on this subject in the 15th August N.A.C.A. Bul- 
letin contains some timely pointers, although it scarcely 
does justice to its title. 


Application of Standards to Job Costing 

Most literature on standard costs deals with process 
costing systems, but standards are no less applicable to job 
costing, as pointed out by I. Wayne Keller in the 1st Sep- 
tember N.A.C.A. Bulletin. The use of standards produces 
variations which can then be analyzed, to determine the 
extent to which they are caused by volume variations, over- 
time premiums, variations from budget, etc. Cost reports, 
both job and process, are more valuable when there is a 
budget or standard to use for comparative purposes. 


Control of Incoming Material 
In the same bulletin, H. C. Anderson has prepared a de- 
tailed article on an accounting procedure for control of in- 
coming material. 
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Uniform Costing in Germany 

National uniformity in costing methods was brought to 
new heights by Germany in the few years preceding the 
war. Under our democratic system of free enterprise, we 
look on the profit motive and the free market as the dom- 
inant factors in our economy, but the totalitarian states con- 
sidered productivity as almost the sole criterion of success. 
The uniformity of costing throughout industrial groups en- 
abled the German government to measure efficiency between 
companies, to eliminate ruthlessly the less efficient and hand 
over their business and assets to the more efficient. The de- 
velopment of this concept of uniform costing is outlined by 
Adolph Matz in the 15th September N.A.C.A. Bulletin. 


Use of Cost Data to Increase Profits 

Without proper cost information, the business man can 
neither look backward or forward—cost information is the 
most important tool in the realization of increased profits. 
So says W. O. Dressel in the 15th September N.A.C.A. Bul- 
letin, and he presents an unusually clear and concise case. 
General accountants tend to minimize the importance of cost 
data, but there can be little doubt that the accountant can 
probably make his greatest contribution to increasing 
profits by promoting actions based primarily on accurate 
and timely cost data. While there have recently been many 
articles on the possible uses of cost data, few have illus- 
trated so clearly the vital importance of such data to man- 
agement, and thus to accountants. 


The United States Tax Court 


In its twenty-one years of existence, a total of 120,000 
cases have come before the United States Tax Court, with 
an average of $31,500 at stake in each case. This is only 
a part of the story of this, the most informal and largest of 
the United States Courts of Justice, as told by the ex-pre- 
siding judge, J. E. Murdock, in the September issue of 
“Taxes—The Tax Magazine” (Commerce Clearing House, 
Chicago). It seems inexcusable that we in Canada have 
only the expensive and cumbersome procedure of the Ex- 
chequer Court as a place for appealing arbitrary adminis- 
trative tax rulings, and a study of this article would be most 
helpful to those who are already pressing for an informal 
appeal court or commission in Canada. 
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Transactions Between Affiliates 

Literature on this specialized but common accounting 
problem is comparatively rare, and it is a pity that William 
A. Paton, in his article on the subject in the July “Account- 
ing Review” (Evanston, Illinois) limits his comments to 
the efforts of the FPC to force all U.S. utilities to record 
transactions between even distantly related affiliates at cost 
to the vendor. There are, however, some useful pointers of 
a more general nature which have a bearing on the main 
problem. 


Accounting for Employee Stock Options 

Although stock option agreements are not particularly 
common in Canada, they present some interesting account- 
ing problems, as pointed out by E. R. Dillavou in the July 
“Accounting Review’. The most important recommenda- 
tion is that the existence of any such outstanding options 
be recorded at least as a footnote in every balance sheet be- 
cause of the effect on present equity of shareholders in the 
event of the issue of optioned shares. 


Social and Economic Trends Affecting Accountancy 

Too often we lose sight of the external factors which are 
affecting our profession, and it is refreshing to read such 
articles as that by Edward B. Wilcox in the September 
“Journal of Accountancy” (13 East 41st Street, New York) 
under the above title. The major trends discussed are mass 
production, popular education, financial statements for 
labour unions, the continual economic fading of national 
boundaries, the tyranny of tradition and uniformity, the in- 
creasing importance of government functions and control. 


The Income Statement 

In order to obtain suggestions and opinions from ac- 
countants everywhere, the subcommittee on the income 
statement has released its report to the committee on ac- 
counting procedure of the American Institute dealing with 
the nature and purpose of the income statement. The Am- 
erican Institute plans to issue a formal statement dealing 
with all phases of the income statement and surplus ac- 
counts, and the subcommittee has given its present views in 
some detail in the September “Journal of Accountancy”. 
Major changes are being developed and now is the time to 
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make constructive suggestions or criticisms, while they can 
still be taken into account in drafting the official statement. 


Re-appraisal of Depreciation and Obsolescence 

Some of the less direct, and frequently ignored, aspects 
of depreciation and obsolescence are reviewed by M. S. Mas- 
sell in the autumn issue of the Harvard Business Review 
(Harvard University). Such angles as changes in tech- 
nology, major repairs, new production techniques, costing 
requirements and so forth are discussed, with the emphasis 
on their relationship to depreciation and obsolescence 
charges. This is an article that should be read by those 
who must overhaul depreciation and obsolescence policies in 
the light of post-war reconversion. 


Industrial Accounting ard Christianity 
These two apparently unrelated subjects were brought 
together in a recent speech broadcast over the B.B.C. and 
reprinted in the 15th September issue of “The Account- 
ant” under the title “My Job and My Faith’. This is a very 
interesting and unusual talk by an industrial accountant to 
the general public, in simple, refreshing language. You are 


left with the thought that, as in so many other things, ac- 
countancy has established supremacy over accountants, and 
that is wrong. 


Nylon Costing 
An interesting article on the production, use, and cost- 
ing of nylon, the newest of our synthetic textiles, by R. H. 
Bissell of Canadian Industries Limited is included in the 
September issue of “Cost and Management” (66 King Street 
East, Hamilton). 


Duties of the Controller 
Sometimes he is the “controller”, sometimes the “trea- 
surer”, but whatever the title, the duties of the chief tech- 
nical accounting executive are very clearly set out by A. G. 
Neal under the heading “What the President expects of the 
Controller” in the September issue of “The Controller” 
(New York). 
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Provincial News 


British Columbia 


The results of the law examinations of The Institute 
of Chartered Accountants of British Columbia have recently 
been announced. 

In the final examinations, six candidates were successful, 
first place being attained by W. G. Briggs, and second place 
by H. D. Selby-Hele. Other successful candidates were 
R. J. Casson, J. C. Moore, R. F. Rudd and D. M. Walker. 

In the intermediate examinations, twelve candidates 
were successful, first place being attained by D. R. Smith 
and second place by D. J. Kelsey. Other successful inter- 
mediate candidates were J. S. Burridge, L. D. Courtice, F. H. 
Harwood, H. R. Hobson (Kelowna), G. W. Holmes (Vic- 
toria), H. R. Horne, Miss Audrey E. Jost, W. L. Kent, E. 
G. Legg and C. W. Mavor. 


Prince Edward Island 


A special meeting of the Institute of Chartered Ac- 
countants of Prince Edward Island was held at the office 
of H. R. Doane and Company on Wednesday evening, Oc- 


tober 10th. Two members of the Institute who had just 
returned from service in the Armed Forces were welcomed 
home, S/Ldr. William E. Massey and Wing/Cmdr. Donald 
F; Archibald. A number of matters of importance to the 
profession were passed upon, including provision for award- 
ing fellowships in the Institute to members for meritorious 
service. The report of the delegates to the annual conven- 
tion of the Dominion Association, held at Winnipeg, was 
received and approved. A number of recently discharged 
men, now employed by practising members, were admitted 
as registered students for the Chartered Accountant’s de- 
gree. It was noted that the meeting was the most largely 
attended in the Institute’s history, and that membership 
was also at its peak. 





PERSONALS 


Personals 


John Shallcross, chartered accountant, announces the 
removal of his office to 606 The Holden Building, Vancouver, 
British Columbia. 

McDonald, Currie & Co., chartered accountants, an- 
nounce the removal of their Toronto offices to suite 2203-6, 
The Star Building, 80 King Street West, Toronto 1. 

Frank W. O’Sullivan, C.A., and W. Gordon Fenny, C.A., 
announce the formation of a partnership for the practice of 
their profession under the firm name O’Sullivan, Fenny & 
Co. with offices at 159 Bay Street, Toronto. 

John J. Denholm, B.Com., C.A., and Glenn A. Treacy, 
B.Com., C.A., announce the opening of an office for the prac- 
tice of their profession under the firm name of Denholm, 
Treacy and Company, chartered accountants, National 
Trust Building, Edmonton, Alberta. The partnership will 
be associated with the firm of Henderson, Teare and Waines, 
chartered accountants, Calgary, Alberta. 


CHARTERED ACCOUNTANTS’ CLUB OF OTTAWA 
(Reported by M. A. Honeywell, C.A.) 


The annual fall golf tournament and dinner of the 
Chartered Accountants’ Club of Ottawa was held on Fri- 
day, September 21st at the Ottawa Hunt and Golf Club. 

In spite of rain earlier in the day, over 40 members took 
part in the tournament; the prize winners are as follows: 
Low gross Ist Prize, G. C. Tilley; 2nd Prize, Joe Kearney; 
hidden hole, W. G. Joynt; highest score on any hole, C. A. 
Bounsall. 

The dinner following the tournament was attended by 
80 members. After dinner the president, J. F. Harmer, out- 
lined the proposed activities of the club for the fall and 
winter season. 

The president of The Dominion Association of Chartered 
Accountants, Mr. C. F. Elderkin, was the guest of honour 
and spoke briefly. Mr. Elderkin announced that the next 
annual meeting of the Dominion Association would be held 
in Montreal and extended a cordial invitation to all mem- 
bers to attend. 
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Appeal on Excess Profits Case 


The decision of the British Columbia Court of Appeal 
in Nanaimo Community Hotel v. Board of Referees, in which 
the court upheld the jurisdiction of the Exchequer Court 
of Canada as regards revenue matters which are within the 
exclusive legislative competence of the parliament of Can- 
ada, was reported in THE CANADIAN CHARTERED ACCOUNT- 
ANT of September 1945. 

In the Exchequer Court of Canada, the case is “In the 
Matter of the Appeal of the Nanaimo Community Hotel 
Limited of the city of Nanaimo in the Province of British 
Columbia v. The Minister of National Revenue”. 

The appellant computed its standard profit pursuant to 
s. 5(1) of the Excess Profits Tax Act, chapter 32 of statutes 
of Canada 1940. Subsequently the respondent directed that 
the appellant’s standard profits be ascertained by the Board 
of Referees appointed by the act. A hearing of appellant’s 
claim was held at Vancouver by two members of the board. 
After partly hearing appellant’s claim an adjournment of 
the hearing was ordered to allow appellant to file with the 
board certain statistics concerning appellant’s operations for 
the years 1941 and 1942 which statistics were not available 
at the time. Subsequent to the adjournment three of the 
four members of the Board of Referees made a decision 
pursuant to s. 5 of the Excess Profits Tax Act and without 
waiting to receive the additional statistics. The decision 
was approved by the respondent without the appellant being 
heard or being given any opportunity of being heard or of 
making any representations to the respondent. The appel- 
lant appealed from such decision to the Exchequer Court. 
The appeal was heard before Hon. Justice Sydney A. Smith, 
deputy judge of the court, at Vancouver, who ruled for a 
reference back to the minister, with a direction that he 
refer the matter to the Board of Referees to the end that 
a new assessment be made, and that an appropriate op- 
portunity be given the other side to be heard. 


TAX DEDUCTION CHANGE AUTHORIZED 


Following the announcement in the October 12th budget 
speech, of a reduction in personal income tax, order in 
council P.C. 6562, dated October 17, 1945, provides that em- 
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TAX DEDUCTIONS 


ployers may correspondingly reduce the tax deductions for 
pay periods ending after October 14, 1945. The order reads 


as follows: 


Whereas Part XVI of the Income War Tax Act requires every 
employer who pays any salary or wages to any person in his em- 
ploy to deduct or withhold from such salary or wages paid such 
amount in respect of the taxes payable by such person as may be pre- 
scribed by regulation made by the Governor in Council and to remit 
the amount deducted to the Receiver General of Canada; 

And whereas order in council P.C. 1976 dated the 12th March 
1943, authorized a revised table of tax deductions which is now in 
use by employers throughout Canada; 

And whereas by section 31, subsection 2, of chapter 43 of the 
Statutes of 1944, taxpayers were relieved from the payment of the 
so-called refundable savings portion for the year 1945 and thereafter; 

And whereas the Minister of Finance in his budget speech pre- 
sented, among others, the following resolution with respect to the In- 
come War Tax Act: “That in respect of persons other than corpora- 
tions the tax for 1945 be reduced by 4 per cent of the aggregate of the 
normal tax, the graduated tax and the investment surtax” (reduced 
by the refundable savings portion as provided by chapter 43 of the 
Statutes of 1944); 

And whereas, to give effect to the 4 per cent tax reduction for 
1945, the deductions that would otherwise be made in respect of pay 
periods ending after the 14th day of October, 1945, should be reduced 
by 16 per cent thereof; 

Now, therefore, His Excellency the Administrator in Council, on 
the recommendation of the acting Minister of Finance, is pleased to 
order and it is hereby ordered as follows: 

For pay periods ending after the 14th of October, 1945, employ- 
ers shall subtract the amount in the savings portion column in the 
present revised table of tax deductions from the amount in the total 
tax column, and the remainder may be further reduced by 16 per cent 
thereof. 


Obituaries 


The Late John Anderson 

The Institute of Chartered Accountants of Prince Ed- 
ward Island regrets to announce the death on October 6, 
1945, of John Anderson, 289 Richmond Street, Charlotte- 
town, at the age of eighty-nine years. Mr. Anderson was 
a charter member of the Institute, since it was incorporated 
in 1921. Before his retirement he was Provincial Auditor 
and took an active part in the Institute’s affairs. On his 
retirement from public life he was made a life member of 
the Institute. His wife predeceased him a year ago. To 
his sons the members extend their sincere sympathy. 
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STUDENTS’ DEPARTMENT 


R. G. H. SMAILS, C.A., EDITOR 
NOTES AND COMMENT 

Most of us, in spite of the high regard in which we hold 
our profession, would be inclined to doubt whether there 
was any relationship between accountancy and humani- 
tarianism. And yet the existence of precisely such a rela- 
tionship was the theme of a message by the president of 
Benjamin Franklin University to the graduating class this 
year. The speaker attributed to the extension and improve- 
ment of accounting technique (particularly cost account- 
ing), such things as the installation of safety devices in 
excess of those required by law, the elimination of the sweat 
shop, the elimination of “top speed” pace setting, and the 
realization that high wages did not necessarily mean dear 
labour. In each situation, of course, the result was secured 
by demonstrating that the interests of profit and humani- 
tarianism coincided. Lest this should sound too much like 
a revival of the ideas of the classical economists (who rea- 
soned that the pursuit by individuals each of his own selfish 
interest would maximise the national income) the president 
anticipated his critics by agreeing with the reasoning but 
disagreeing with the conclusion in the proposition that 
people should not be humane merely because these policies 
pay—“To be honest and to be humane requires something 
more than the hope of reward. As a general rule we get 
fairness by being fair; we get loyalty by giving loyalty; we 
get happiness by giving happiness; we get high profits by 
paying high wages and we get permanently high wages by 
giving efficient service. There are, however, elements of 
uncertainty respecting all of these and enough exceptions 
to create doubts. There is enough uncertainty to require 
faith, combined with enough certainty to sustain faith.” 
It might be said that this is merely application of the 
Golden Rule to the day by day business affairs of mankind. 
“Quite right. But the intelligent application of that rule to 
these affairs requires the co-ordination of science, industrial 
engineering, business economics and accounting techniques. 
For this reason accountancy increases the power for good 
which you may exercise. You need not stop with having 
ideals. You are prepared to fulfil them.” 
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If not convinced of the close association between ac- 
countancy and humanitarianism, accountants have always 
been ready to argue vehemently that accountancy was an 
indispensable factor in the industrial development of the 
past two hundred years. Are we by logic compelled to ac- 
cept the further proposition, which we recently heard ad- 
vanced, that but for the progress in the techniques of ac- 
countancy a modern world war such as the one just con- 
cluded would have been impossible? Probably we can be 
forced to that admission. But if we are it is merely an- 
other instance (like the many in the scientific field) of the 


diversion of a good thing to a bad cause. 
* * * 


PUZZLE 
Jones wishes to move his garage forward from its pres- 
ent position on the driveway so that it will be 21 feet nearer 
the road. He has hoisted it on to some logs eighteen 
inches in circumference. How many revolutions will the 
logs have made by the time the garage is moved to the de- 


sired position ? 
* * a 


ANSWER TO LAST MONTH’S PUZZLE 
Time taken to complete the task= 
3,500 — (144 x 180) + 14 = 71% hours. 
480 


Vouchers checked by each = A, 180 x 7144 = 1,350 
B, 300 x 71/6 = 2,150 


3,500 


* * * 


STUDENTS’ ASSOCIATION NEWS 
British Columbia 

On the thirtieth of August, the Student Society held 
their annual field day. Members and guests enjoyed a golf 
tournament at the Marine Drive Golf Club. In the even- 
ing dinner was served to some fifty members and guests. 
Among the latter were: Mr. C. G. Chambers, Mr. L. R. Sin- 
clair, Mr. W. Macintosh, and Mr. P. Rising. Mr. Chambers 
presented the annual golf cup to Mr. W. S. Wate, winner of 

the tournament for the second consecutive year. 
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The highlight of the evening was the address given by 
Senator G. G. McGeer. Speaking to a group of student 
accountants, the speaker very fittingly took as his principal 
point the importance sound accounting plays in the progress 
of a nation’s development. He emphasized the fact that 
changing circumstances demand development of new ideas, 
standards and programs, the real understanding of which is 
our only security, such understanding being dependent upon 
the accounting. “Upon the man who keeps the records de- 
pends the success of the program.” 

Broadening the scope of his argument, Mr. McGeer 
referred briefly to the world outlook, seeing the possibilities 
for “the greatest era of constructive intelligence and co- 
operation the world has ever known.” He recalled the days 
when Great Britain stood alone, and the attack on Pearl 
Harbour which brought the United States back into the 
fold of English-speaking nations. In the final analysis, Mr. 
McGeer pointed out, the war had resolved itself into the 
turning of the new world to the liberation of the old, and 
differs from every other war in that it is the first time 
“men have gone fighting to give others what they have en- 
joyed themselves. Today there is a new power, new au- 
thority, and a new understanding to give men opportunity 
for tomorrow.” The speaker impressed his hearers with his 
sincere belief that the stage is set to accomplish much that 
formerly has been considered not the obligation or respon- 
sibility of the government. He quoted from one of Joseph 
Chamberlain’s speeches made at Sheffield in 1873. “There 
is no patriotism or wisdom in ignoring a patent danger and 
a self-evident wrong. There is no folly more stupendous 
than that which refuses to consider the just claims temp- 
erately urged by masses of the people. There is no crime 
so base as that of those self-styled instructors of public 
opinion who pander to selfish prejudices and intolerant as- 
sumption, while they ignore the irrefutable evidence of in- 
justice and wrong. Such men stay the moment of settle- 
ment of these questions, but they cannot stave it off. The 
time will come when the solution will be obtained with or 
without them; and according to their conduct now will they 
then be consulted or entirely set aside.” The speaker de- 
clared that Clement Attlee today is fulfilling Joseph Cham- 
berlain’s prophetic statement of 1873. 
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Speaking particularly of Canada, Senator McGeer em- 
phasized the necessity of closer municipal, provincial and 
federal co-operation to solve the problems of future finance. 
He again referred to the importance of accounting in gaug- 
ing tomorrow’s spending—accurate accounting being the 
“cornerstone and foundation of future security.” 

Lastly Senator McGeer referred to the National War 
Memorial of the last war in the heart of Ottawa and quoted 
the Honorable W. L. Mackenzie King in speaking of a mem- 
orial for this war. ‘What finer memorial could there be 
than a capital city which would serve as a model of com- 
munity planning for all the other cities of Canada? ...a 
national capital which would be not only the pride of Can- 
adians but also an object lesson to other cities and to other 
countries.” This thought parallels Mr. McGeer’s own state- 
ment that the memorial for the second world war must be 
a creative force to promote the nation’s welfare; in his own 
words “a new conception of Canadian life is the only justi- 
fication of this war’s sacrifice of life’’. 

Briefly the speaker summarized his points: The oppor- 
tunity for co-operation and intelligent effort; the necessity 
for accurate planning; and the importance of accounting— 
to provide a basis on which to plan, to secure the orderly 
development of progress, and finally, to achieve the success 
of the program. 

The president, Mr. D. R. Smith, thanked Senator McGeer 
for his inspiring address and hoped that he would be kind 
enough to be our guest speaker on some future occasion. 
* 





* 





* 


Quebec 

On the 29th of August some fifty students engaged 
whole-heartedly in the first field day held in some years. 
Arrangements were ably handled by the social committee, 
Messrs. Roland Pouliot and Archie Macaskill. The meet- 
ing place was the Rinky Dinks Club. 

In the tennis semi-finals, Messrs. May and Nicol elimin- 
ated Messrs. Philpott and Pilon, and following the “pause 
that refreshes”, the former team was able to eliminate 
Messrs. Ste. Marie and Trudeau in the finals by a score 
of 7-5. 
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In the evening our students defeated the Rinky Dinks 
in a strongly contested game of softball. 

Other sports consisted of volleyball, bowling, and horse 
shoe pitching. All those present thoroughly enjoyed the 
outing and it was felt that with the war over, a similar field 
day could be profitably held each Summer. 


CorrecTtion—Captain T. Garfield Gould, who won the 
Military Cross for gallantry in action, was in the employ 
of McDonald, Currie & Co. prior to enlistment and has re- 
joined that firm since his release. 


PROBLEMS AND SOLUTIONS 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1944 


Accounting II, Question 3 (15 marks) 


As at 30th June 1944 X Company Limited had outstanding the 
following bonds and preferred shares: 


5% twenty year first mortgage bonds $4,800,000 
20,000 shares of 7% first preferred stock $100 each $2,000,000 


Interest and dividends on these bonds and shares have been paid 
to 30th June. The unamortized bond discount and expense applicable 
to the above bonds amounted to $28,000. 

On 30th June 1944 the bonds were redeemed at 104 and the pre- 
ferred shares were redeemed at a premium of 10%. The company 
sold to Underwriting Syndicate Limited $5,000,000 par value 344% ten 
year debentures at a discount of 3%. Also, Underwriting Syndicate 
Limited subscribed for and was allotted 20,000 shares of $100 each 
of a new 5% preferred stock. Cash was received for these securities 
and the company paid out the cash required to the holders of the old 
bonds and preference stock. The expenses of the debenture issue 
amounting to $15,000 were paid for in cash. 


Required: 

Prepare the journal entries required to record the foregoing trans- 
actions on the books of X Company Limited showing your disposition 
of such items as premium on preferred shares redeemed, etc. 
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SOLUTION 


X COMPANY LIMITED 


JOURNAL ENTRIES 
30th June 1944 


5% Twenty year first mortgage bonds ......... 

Premium on bonds redeemed .................. 

EE ans soa eas 6 ose See a aiete sae 

To record redemption of first mortgage bonds 

at 104%, 

NS Sas Ta ate One casa enue we eeen 

To Premium on bonds redeemed ........ 

Unamortized bond discount and ex- 

: oic kam cciin eaiew ian eens weeaeks 

To charge premium on first mortgage bonds 

redeemed and unamortized discount and ex- 
pense on such bonds to surplus. 


be Bo ar oe rere 
Premium on redemption of 7% first preferred 
SE alr cn oa tei Se tad Sh bar ciay sa ee awa es & 
NE Sina Sore Niasinadiw a aeie.a ee ale-alas: ew eames 
To record the redemption of the 7% first 
preferred stock at a premium of 10%. 
CN hes Sora own sired aa eniseas be wewedanmes 
To Premium on redemption of 7% first 
SORT T Oe MIOEE 6686068502 sa eesas 
To charge premium on redemption as above to 
surplus. 
Underwriting Syndicate Limited .............. 
Unamortized debenture discount and expense . 
To 34%% ten year debentures ........... 
To record the sale to Underwriting Syndicate 
Limited of $5,000,000 par value 344% ten 
year debentures at a discount of 3%. 


Underwriting Syndicate Limited .............. 

To 5%. preferred stock .....2..cscessers 

To record the allotment to Underwriting 

Syndicate Limited of 20,000 shares of $100 
each of 5% preferred stock. 


ES Sessa as ech Pa Ee SR RGU see wide aesies 
To Underwriting Syndicate Limited .... 
To record receipt of cash from Underwriting 
Syndicate Limited in respect of bonds sold 
and shares allotted to it. 
Unamortized debenture discount and expense .. 
ee SN oa en ew ae sawic ace watininie wareeers 
To record payment of certain expenses of the 
debenture issue. The debenture discount 
and expense should be amortized over the 
life of the issue by charges to profit and 
loss, 
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Dr. 
$4,800,000 
192,000 


220,000 


2,000,000 
200,000 


200,000 


4,850,000 
150,000 


2,000,000 


6,850,000 


15,000 


Cr. 


$4,992,000 


192,000 


28,000 


2,200,000 


200,000 


5,000,000 


2,000,000 


6,850,000 


15,000 
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PROBLEM II 
FINAL EXAMINATION, DECEMBER 1944 
Accounting III, Question 1 (25 marks) 


X, Y, and Z are three associated companies, X having a 90% 
interest in Y, and Y having a 75% interest in Z. X acquired a 75% 
interest in Y on 1st January 1943 and a further 15% interest on 30th 
June 19438, the price per share being the same on both occasions. 
Y acquired its interest in Z on 31st March 1943. No changes took 
place in the capital stock of either company in 1943. 

At 31st December 1943 the balance sheets of the three Companies 
were as follows: 


Assets 

x 7 Z 

50,000 $ 20,000 $ 10,000 
Accounts receivable 100,000 45,000 35,000 
Merchandise on hand 250,000 75,000 60,000 
Buildings, plant and machinery 

(net) 500,000 300,000 250,000 

Investment in Y at cost 576,000 
Investment in Z at cost 180,000 


$1,476,000 620,000 355,000 


Liabilities 

Accounts payable (including income 

and excess profits taxes) $ 150,000 55,000 25,000 
Capital Stock 

10,000 shares of $100 each .... 1,000,000 

4,000 shares of $100 each .... 400,000 

2,000 shares of $100 each .... 200,000 
Surplus : 326,000 165,000 130,000 


$1,476,000 620,000 355,000 


Surplus Accounts 
Balance 31st December 1942 $ 273,000 129,000 $ 115,000 
Net profit for 1943 84,000 48,000 15,000 
Dividends from Y received 30th 
June for % year 9,000 


$. 366,000 177,000 $ 130,000 
Dividends paid 40,000 12,000 


Balance 31st December 1943 $ 326,000 165,000 $ 130,000 


Required: 
Prepare as at 31st December 1943: 
Statement of minority interest. 
Statement of consolidated goodwill. 
Statement of consolidated surplus. 
Attach working papers to solution. Calculate to nearest dollar. 
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SOLUTION 
Minority Interests x ¥ 
Capital & surplus—3l1st December 1943 $565,000 $330,000 
Share in Z profits 75% of 75% of $15,000 8,438 — 


$573,438 $330,000 
10% 57,344 25% 82,500 


Consolidated Goodwill 
Book Value Cost Goodwill 
Y capital & surplus 31/12/42 .. $529,000 
75% thereof $396,750 $480,000 $ 83,250 
Add Profits for % year 24,000 
Share of Z profits for 4 
year to 30th June 1943 2,812 


$555,812 
Dividend paid 12,000 


$543,812 


15% thereof 81,572 96,000 14,428 
Z capital surplus 31/12/42 .... $315,000 
Profit for %4 year to 31st 
March 1943 3,750 


$318,750 
75% thereof 239,062 189,000 59,062 
$717,384 $756,000 $ 38,616 


Consolidated Surplus 

Balance X 31st December 1942 $273,000 
Profit for 1943 X Company 
Share of Y profits % year, 30th June— 

75% of $24,000 18,000 
Share of Y profits, 4% year, 31st December— 

90% of $24,000 21,600 
Share of Z profits 44 year, 30th June— 

75% of 75% of $3,750 
Share of Z profits % year, 31st December— 

90% of 75% of $7,500 


$403,772 
Dividend paid 40,000 


$363,772 


PROBLEM III 
FINAL EXAMINATION, DECEMBER 1944 
Accounting HII, Question 2 (15 marks) 


With reference to the three companies mentioned in the previous 
question you obtain the following information regarding inter-company 
and other transactions for the half-year ended 30th June 1944. 
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Z bought all its raw materials from X and Y bought its raw 
materials from X and partly from Z. 


x Y Z 
ee I ee Bote oop ets SGasae ge wlseies $500,000 $250,000 $200,000 
a ee eee re 100,000 15,000 35,000 
Inter-Company Purchases 

UR ss Shei ccabs se whe euewe cies $125,000 

Z Hg Pe Bi Saal Cin R Kae DUO sae Cw aS 75,000 

Z - Re cee Be ee ee Swat aba 100,000 
X materials in Y inventory 30th June 1944 .............. $ 28,000 
X materials in Z inventory 30th June 1944 .............. 40,000 
Z materials in Y inventory 30th June 1944 .............. 22,000 
Required: 


Prepare a statement showing the amount of inter-company profit 
in the various inventories at 30th June, 1944. 
Give reasons for any assumptions made. 


SOLUTION 
Inter- 
Company 
Profit 
RENIN 2 ceiiiclo bs won Sot hee owe ew ean seen $ 28,000 
EEE HEMER Sistine ck aw ees bk esse ea eee enues 40,000 
$ 68,000 
SOU ETS EEE ob cs, tec cccnaensadesssecees $ 13,600 
PEIN os eit hrawis hoo e awe oe uns eduweee'ese $ 22,000 
CA | oe a Se een 3,850 
PRED SS ep R eho hos 5.sikes os ud ok skbebewiade 200,000 
Z material cost of sales 
Opening inventory ............. $ 60,000 
POURING 55h ow Sind ou bwin aeaes 100,000 
$160,000 
CHOMME TAVORIOTY oo cov edccnccce 40,000 
$120,000 
Material cost 60% of sales, 
X profit is 12% (20% of 60%) of $22,000 ........ 2,640 
Total inter-company profit .................065 $ 20,090 
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